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there’s more to Cities Service 
than meets the eye! 


The newscaster who brings a summary of the 
day’s events appears alone on this screen, but be- 
hind him—unseen by the TV audience—are thou- 
sands of men and women who made his program 
possible. They include the people who designed 
and built the facilities of TV transmission, cam- 
eramen, technicians, script writers, directors, 
producers, newsmen throughout the world, and 
many others. 

Producing gasolene is like that. To provide the 
motor fuel which flows from pump to car requires 
a host of people who must find and produce the 

Behind the performers on crude oil, refine it, test it in laboratories, trans- 

even the simplest television port it to distributing points, and finally deliver 

show is at least one writer, it to the station tanks to await the customer’s 

producer, director, camera order to “fill ’er up.” 

crew, prop man and engineer In the case of Cities Service, one of the nation’s 

—to say nothing of the fantas- : - 2 : P . 

tic network of electronic equip- leading oil companies, all this required a capital 

ment that transmits their investment of more than $179,000,000 in 1957 

efforts to you. alone. It is money well invested, for petroleum 
products are vital to modern living—second only in 
importance to food itself. 
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charge the same" 


That's right. Generally speaking, at 
any given moment you pay the same 
price for 10 shares of U.S. Steel or any 
other stock sold on the New York 
Stock Exchange, no matter what 
broker you buy it through. 

But then you pay the same price for 
ten gallons of gas whether you buy it 
from your regular dealer or another 
station handling the same brand just 
down the street. 

Why then do you prefer your own 
dealer? Because you like his service 
and the way he gives it. 

Because he doesn’t forget details 
like cleaning your windshield or check- 


| ing your oil, battery, water, tires, and 


transmission fluid. Because you know 
you can count on him for help beyond 
the call of duty when the car stalls 


| unexpectedly, when you've had a flat, 


when a rush job has to be done. 
Those are essentially the same rea- 

sons why you might pick one broker 

rather than another—even if they do 


both charge the same. 


Because you like his service. 
Because he doesn’t forget details. 


Because you can count on him for 

special help. 

And those are all the reasons why 
we like to think you might consider 
us as your broker. If you have an 
investment problem, if you want an 
objective opinion about any security, 
our help is yours for the asking. 
Simply address your inquiry to— 
ALLAN D. GULLIVER, Department SF-113 


P. S. If you are buying or selling unlisted 
securities, prices quoted by different dealers 
are not, necessarily, identical. That's why, if 
you are trading in the over-the-counter mar- 
ket, we especially urge you to check Merrill 
Lynch and compare our prices. 


Merrill Lynch, 


| Pierce, Fenner & Smith 


Members New York Stock Exchange 
and all other Principal Exchanges 


70 Pine Street, New York 5, N. Y. 
Offices in 112 Cities 


















How the Bell System's Transistor 


Has Created Business and Jobs 


in Many Industries 


lt has been just a little over ten 
years since the Bell ‘Telephone Lab- 
oratories announced the invention 
of the ‘lransistor. 


This amazing little electronic am 
plifier was recognized immediately 
as one of the big breakthroughs in 
science that come only at rare inter- 
vals. Every year since its birth it 
has opened new fields of use and 


progress. 


Developed originally for teleph- 
ony, where its first use was in Direct 
Distance Dialing, the ‘Transistor has 
enabled many other industries to 
bring out entirely new products and 
improve others. It has also made it 
possible for a number of new busi- 
nesses to get started and to grow. 


There is no doubt that the ‘Tran 





sistor has been one of the leading 





forces in an electronics boom and is 





in considerable part responstble for 





raising the electronics industry from 
a two billion dollar level in 1946 to 








over thirteen billion dollars in 1958. 








NEWS FROM OUTER SPACE. One of the many uses for the Transistor is in the rad 


transmitters in satcllites. Some other uses of this mighty mite of electronics, in addition t 


its growing use in telephony, are in hearing aids, personal radios, automobile radios, portal 


I'V sets, phonographs, clocks, watches, toys, computers, data processing, machine toolii 


controls and even a guidance system for a chicken-feeding cart. A most important use is in 


wide range of military equipment, including radar and guidance systems for missiles. Thoug 


little larger than a pea, the Transistor can amplify electric signals up to 100,000. time 


The Bell System has licensed 
more than seventy companies to 
make and sell transistors. More than 
50,000,000 will be made this vear. 


Ihe ‘lransistor is just one example 
of how the basic research of the Bell 
Telephone Laboratories contributes 
to the economy and progress of the 
country. Frequently this constant 
search for new knowledge to im- 
prove communications brings forth 


BELL TELEPHONE SYSTEM 


discoveries of great value to oth« 
industrics and the whole field o 
technology. 

For telephone users, the Transis 
tor has made possible advances that 
would have been impossible a brief 
decade ago. 

In the vears to come it will bring 
many new wavs to make telephone 
service more convenient and useful 
to more and more people. 
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The Trend of Events 


AN ACCOLADE TO INTEGRITY .. . France, one of the think the people recognize this truth, and there is 
most sophisticated nations in this disillusioned now a certainty that De Gaulle will be able to main- 
world, has taken De Gaulle to her heart. The over- tain a healthy balance between the left and the 
whelming vote that he received, which snowed un- right, with the possibility too that he can solve the 




















radio der the powerful Communist Party, is a tribute Algerian problem, where the people voted for his 
ion t to the character of the man — and a deep expres- plans with such overwhelming enthusiasm. 
tal sion of the faith of the people of France in his The first step has been taken, and the world will 
ooling honesty and sincerity. watch the progress of De Gaulle’s efforts to stabilize 
is in De Gaulle’s enormous popularity not only at home, the government of France and hold the “ee 
oug but with the people in the French possessions around ©f the various nations that make up the French 
time the world, makes one think that the reason the Union. It looks good. 

Communists have made such headway in the various TE MONEY MEN AT NEW DELHI. . . While the finance 
rthic countries is, in a large measure, due to dissatisfac- ministers of 68 countries are assembling in the great 
ir Gon with the incumbent rulers — and a protest Vigyan Bhavan Hall in the capital of India for 

against poor government, intriguing politicians with the purpose of increasing the resources of the In- 

a lust for power and a penchant for lining their ternational Bank for Reconstruction and Develop- 
nsis own pockets, rather than any other cause. ment and its sister agency, the International Mone- 
that _The spontaneous acceptance of a new day for tary Fund — the price of gold will be discussed in 
we France under De Gaulle renews faith in the com- the corridors. p ; 

sia mon sense judgement of the The need for more capital 
average man, fed up with the experienced not only by poor 

ring decadence in government that We call the attention of the reader to and small countries, but even 
Wis he has been experiencing to our Trend Forecaster, which appears as by the rich and powerf ul ones, 
such a marked degree since a regular feature of the Business Ana- is bringing demands for loans 

eful World War II. lyst. This department presents a valu- from all quarters, and this 
In the new Fifth Republic, able market analysis of importance to great conference was set up 

France has taken the first investors and business men. To keep for the purpose of solving the 

step toward orderly progress abreast of the forces that may shape financial problems that beset 
RB that can restore her to the tomorrow’s markets, don’t miss this the various countries in order 

‘) eminent position she lost un- regular feature. to prevent a serious world 
. | der previous governments. I : economic recession. 
| BUSINESS, FINANCIAL and INVESTMENT COUNSELLORS: 1907—“Over Fifty-one Years of Service’”—1958 
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The suggestion to increase the allotments of world 
bank and fund members made by the United States 
is bound to meet opposition from various quarters, 
including West Germany. The alternative, raising 
the price of gold, which has been sponsored by 
Britain and other gold producing members of the 
Commonwealth (and which Russia too, has been 
urging most vociferously), is not likely to make 
much progress, despite the heavy pressure that will 
be exerted. 

The economic tempo abroad has been slowing 
down for some time now, and is being felt even 
in West Germany, which up to recently experienced 
a dynamic upsurge in business activity. 

The New Delhi meeting, therefore, is a realistic 
and practical attempt to create a freer flow of need- 
ed capital to stimulate economic activity. It will 
particularly benefit the raw material producing 
countries, who have been feeling the pinch recently. 

With Canada backing the United States’ sug- 
gestion for a 50‘¢ increase in the contributions to 
the twin financial lending agencies, and their 
considerable joint influence, the outlook is for ulti- 
mate approval of the plan. 

In the coming issue Mr. Michael Stephen will 
deal with the outcome of this conference and what 
it will mean in terms of finance and investment 
abroad—import and export trade—matters of deep 
interest to businessmen and investors today. 


PRE-ELECTION ECONOMIC FORECASTING Last 
March we pointed out that there were definite signs 
that business recovery was getting underway—and 
since then there have been many evidences that it 
has been gaining in scope and strength. However, 
we cannot help but regard as suspect the pronoun- 
cement by top government economists last week 
that national gross product in the third quarter of 
this year had jumped to an annual rate of $440 
billion or $11 billions ahead of the second quarter. 
On top of this, they predict that gross national 
product in the fourth quarter will reach an annual 
rate of $450 billion or $4.4 billion greater than the 
all-time peak set in the third quarter of last year. 
Certainly, the resiliency of our economy is grati- 
fying, but we believe the economists are doing no 
one a service if they are “gilding the lily” for 
political reasons. 

This estimate of gross national product was 
released on the day after the third quarter ended, 
whereas it is usually issued several weeks later. 
Such a period of time, and more, is required to 
gather the figures. There are many complex factors 
to weigh—including the value of services which 
contain a quotient of pure guesswork—and the 
worth of inventories where changes are volatile 
and difficult to measure. With elections looming up 
in early November, it would appear to some ob- 
servers that there was insufficient time for any 
adequate cogitation. Our own studies show that 
business has improved to an extent which needs 
neither excuse nor exaggeration. 

While some of the data just released by these 
leading Government economists do not jibe with 
other available figures—it is our hope that they 
do not miss the mark by too wide a margin or they 
will cast a shadow of doubt on the reliability of 
future prognoses. 


BOLIVIA SPEAKS UP ... In a page advertisement in 
the New York Times, the government of Bolivia 


. 





declares itself to be a “victim of Soviet aggression”, 
and calls upon the world to help her because 
“Bolivia cannot fight Russian imperialism alone”, 
As a one-commodity nation, its only exportable 
products are minerals, the principal of which is Tin. 

The advertisement goes on to say—‘‘A little more 
than a year ago, the SOVIET UNION began dump- 
ing large quantities of cheaply-priced TIN on the 
world market. 

“With an initial contribution of $6,166,272 
(£2,202,240), Bolivia contributed to the Interna- 
tional Tin Council’s ‘buffer stock.’ The Council was 
set up to help stabilize world tin prices. 

“By maliciously bypassing the Tin Council aad 
dumping her TIN on the world market, the Sov et 
Union contributed to a huge rise in the ‘bufier 
stock.’ This cost Bolivia an additional $4,500,00(. 

“Further drastic steps resulted from more 
SOVIET dumping. Quotas set by the Council were 
fixed far below actual production capacity. This ]:d 
to a $17,500,000 cut in Bolivia’s production. 

“Fifteen days ago the inevitable happened. TIN 
prices collapsed completely. Production costs in the 
Bolivian mines were far greater than the new roc <- 
bottom world TIN prices. 


“Bolivia has a choice. Shut down its mines or 
continue to produce at a loss so great that it wou d 
be impossible to operate.” 

This would mean the eventual collapse of the 
Bolivian economy and finally lead to the undermi»- 
ing and overthrow of the government and estab- 
lishment of Communist control. 

Russian’s economic offensive is back-firing in the 
open for the first time, with the local Communisis 
siding with the Bolivian government. This situation 
is bound to have a tremendous impact throughout 
Latin America, and in the fluid Far East. One can 
only believe that the Soviets slipped up somewhere 
in their calculations, for what has happened in 
Bolivia is bound to affect their compaign for eco- 
nomic subversion as a road to Communist world 
domination. 


WE HAVE THE MEANS... Contrary to news reports 
that give Russia the edge, the United States has 
a substantial lead over Russia in terms of strategic 
weapons and delivery systems. This, say Pentagon 
experts, does not mean bigger or more varied stock- 
piles than the Soviet may have. Its meaning was 
expressed by the President in this language: “It 
is silly to say we can be defeated in a first-blow 
attack for the simple reason that we have so much 
strength, retaliatory strength, that any nation 
foolish enough to resort to that kind of effort would 
itself be destroyed.” 

Russia has had a lead of several years on the 
United States in stacking ICBM’s and like destruc- 
tive materiel. But the United States relies on its 
Strategic Air Command, the biggest and most 
highly-trained bomber force in the world. SAC has 
about 2000 hydrogen-bomb carrying bombers cap- 
able of moving at 600 miles an hour from bases 
ringing USSR. This country has the Snark, an 
ICBM which can deliver a hydrogen warhead tc 
“customers” 5000 miles away. Tactical Air Com- 
mand fighter-bombers, all capable of carrying 
nuclear weapons are poised at more than 200 over- 
seas bases. And that, says the Pentagon, is only 
the opening chapter of the defense-retaliatory story. 
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As 9 See Jt! 


By Charles Benedict 


THE DREAMS OF KARL MARX REALIZED 
UNDER U.S. FREE ENTERPRISE SYSTEM—WHAT NOW, DEPENDS ON US. 


HILE the people of the U.S.S.R. are still ex- 
pendable after 40 years of effort, our citizens 


are at a point of satiation with all the good things 


being and our freedom—and can make us subject to 
a dictatorship equally as deadening as that of Russia. 

Are we going to stand by and permit practices 
that may dissipate the wonderful accomplishments 
of our free enterprise system, the envy of all the 
world, and submit ourselves to the yoke of dictator- 
ship?—or will our reason and commonsense come 
to the rescue, and lift us 
out of the stupor wrought 





of \ife. No other type of government and no other 
nation in the history of the world has ever suc- 
cee led in spreading its wealth so broadly among 
its people. 

This high level of well- 
being can never be ac- 


complished by commun- 


by the drift toward me- 
diocrity which began in 


ism, because to equal the NT 

success of the United ¢ | the boondoggling days 
States requires individu- , ™ when it became unpopu- 
al planning and _ initia- De a lar to excel — to have 
tive, which only the incen- © ambitions toward the 


itve of personal interest 
can produce. Bureaucratic 
control, where the tasks 
of the people are set by vas 


-_ Fe DANGEROUS EXCESSES 


the government, as in the 
Soviet Union is and must 
always be a deadening 
thing, and has been so 
proven again and again. 

As a result, Russia 
has produced a lopsided 
economy, with concentra- 
tion on heavy equipment 
and the weapons of war, 
the people receiving only 
the bare necessities in 
consumer goods, most of 
which have been pro- 
duced outside of Russia 
proper—in the satellite 
countries—or been im- 
ported from other lands. 

This revolution, which 
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| RACKETEER LEADERSHIP 

«Qo NOTHING Policies 
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G higher things of life, or 
even to show superior 
taste in clothing, appear- 
ance and diet — when 
standards were reduced 
to the lowest level of our 











society — the effect of 
re) which we are feeling to- 
day? 


We have reached a 
critical stage in our af- 
fairs, and if we are to 
solve our problems we 
must first deal decisive- 
ly with the unions, who 
are in a large measure 
responsible for the low- 
ering of our standards 
through the setting up 
of a uniform wage scale 
for both skilled and un- 
skilled workers as a 
means toward encoura- 
ging mass membership 


@ 988 New York Herald Tribune Ine 








was hailed as the dawn 
of a new era—of a bet- 
ter life for all the people, 
—has been a complete and utter failure in improv- 
ing the standard of living of the great masses 
everywhere. 

Yet, astonishing as it may be, there seems to be 
a great lack of appreciation for the unique advan- 
tages our citizens enjoy that are way and far beyond 


| anything to be found anywhere else. In fact, too 


many take our freedom and high living standards 
for granted, and are tolerant of the grossest abuses 
and excesses that are gradually destroying this vell 
1958 
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“With apologies to Dowling’ 


and the instituting of 
work quotas that pena- 
lize the “eager beavers” in favor of the dawdlers 
— and by continuing to institute demands for auto- 
matic pay increases year after year with no rela- 
tion to quality of work and performance among 
the workers. By this process the union leaders 
killed initiative and stifled mental and cultural 
growth, producing the kind of men they could con- 
trol; a rank and file of followers who let the union 
overlords think and act for them. 

As a result the union (Please turn to page 52) 
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Market Close To The Top 


The excessive market rise probably is no great distance from the point of exhaustion; and 
the shakedown may well be of substantial proportions, and more than brief duration, as 
investors take another look. We advise against expansion of positions. Profit taking is in 
order, especially in speculative issues which have been largely exploited. 


By A. T. MILLER 


. 
I ollowing an upswing of more than 93 trading volume. Small day-to-day dips have becoine 
by the industrial average, in the peried of more frequent. Closing levels have tended to be well 


MEASURING MARKET SUPPORT 
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about six months since early April, the market under best intraday levels. At no time in the fo't- 
shows some tentative signs of tiring. However, it 
will take additional time, perhaps a few days or 
a few weeks, for them to become more conclusive. 

The rise was extended somewhat laboriously over 
the past fortnight, taking the average to a new 
all-time high of 533.73. The net gain on the fort- up about 15 points from early July to early August; 
night was 7.25 points, or less than 1.4%, in heavy 


night, or in recent prior weeks, did as many inili- 
vidual stocks register new highs as were doing so 
around mid-summer. 

Upward tendencies in rails have remained chir- 
acteristically spasmodic. Thus, the average surged 


floundered until early September; then spurted over 


14 points to a new recovery high last 
week. This section of the market may 
soon need correction again via rest 
or reaction. The utility average has 
varied little for some days, and is 
slightly under its September 16 post- 
war high of 81.22, at which the earlier 
July peak was bettered by a fraction 
of a point. 


Basis For A Shakedown 


There are a number of considerations 
— technical, fundamental and psycho- 
logical — which suggest that the mar- 
ket probably is near a top and a shake- 
down of some proportions. Nobody can 
pinpoint it. Whether around 560 for 
the Dow industrial average, 550 or 
540 or less, and whether in October 
or November, the additional “‘percen- 
tage’”’ seems restricted. Even at an ex- 
alted and excessive 560 it would be 
about 5% from here. It could be less. 

We have cited some technical indi- 
cations of a maturing and tiring, ad- 
vance. On a time-and-scope basis alone, 
even though it is less than a precise 
guide, growing fatigue and nearing 
exhaustion are normal expectation at 
this stage. The rise from the 1957 lows 
— cautious and zig-zag in its initial 
phases, vigorous and confident over 
the last six months — is nearly a year 
old; and has lifted industrial stock 
prices by roughly a third, rails by 
more than one half. There is ample 
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growth in business activity 
and corporate profits. Re- 
gardless of variation in cir- 
cumstances and detailed reasoning, we have seen 
one-way market psychology before. Always, some- 
thing went wrong with it. It will be overdone in 
the present instance. If sooner than most think 
possible, that, too, will not be unprecedented, mar- 
ket annals show. 

How right is today’s psychology, with the indus- 
trial average around 534? Well, how right was it for 
nearly six months of late 1957 and early 1958, 
with the average ranging between 420 and 440, as 
people waited for definite pointers to the end of 
the business recession? How right were the hopes 
of 1929, the despair of 1932? How right was the 
general consensus around the subsequent tops and 
bottoms ? 

As usual, current thinking is shaped largely by 
the market itself. The higher a market rises, the 
more hopeful most people get. Psychology is also 
based in considerable degree on simple projections 
of the past. We had a depression shortly after 
World War I. Hence, the 1946-1947 doubts after 
World War II. We have had a major postwar infla- 
tion. Hence, the thought that it is bound to be ex- 
tended in more or less similar degree. We have had 
a great postwar boom. Hence, the faith that, with 
a recession recently put behind, we are now head- 
ing rapidly into a new and greater boom. 

It does not necessarily follow. People forget the 
xtent to which the postwar boom in housing, con- 
sumer durables and capital goods was founded on 
pent-up demands accumulated during World War II, 
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and facilitated by inflationary credit policies. 


We do not have similar accumulated demands 
now, nor easy money. Official credit policy is defin- 
itely restrictive. The housing upturn will wither, 
due to tight money and reduced family formation. 
rather than gain vigor. There is only a partial 
1959 recovery — no boom — indicated for the auto- 
mobile industry. The decline in plant equipment 
outlays is levelling out; but, with capacity ample 
in all lines and excessive in many, no strong upturn 
is in sight. No inventory-expansion spree or con- 
sumer buying spree appears in the making. Against 
a gain this year, farm income figures are likel) 
to dip in 1959 under weight of crop surpluses and 
an increased supply of meat animals. Little or no 
general price inflation seems likely over the next 
six to twelve months. 


The Monetary Inflation 


The effects of the Treasury’s deficit financing are 
limited by Federal Reserve pressure on bank re- 
serves and absence of strong loan demand. For 
1958 to date, demand deposits (fast-turnover money ) 
are down slightly. Time deposits (slow-turnover 
money and mainly savings) are up sharply. We see 
a mild 1959 boom in demand for soft goods and 
services—in which investment interest and oppor- 
tunity are restricted. 

This is not a good time to buy stocks. It is a good 
time to take some profits.—Monday, October 6. 
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First Hand Report 


How Domestic and Global Oils 
are Meeting New and Evolving Problems 
Who Benefits -- Who Loses ? 


By John H. Lind 


Far reaching affects of new oil import plan on all 
American companies 

Which companies can suffer severe loss—which will 
benefit 

Why new vitally needed exploration can be stymied 
Important profits factor of growing cost differential 
between foreign and domestic production 


= a 


v 


Dynamic world activities of Standard Oil of Indiana. 
Its 60/40 profits proposal to Saudi Arabia—vunor- 
thodox shift from 50/50 existing plans 


Y FAR the most important current development 

affecting the American oil industry is the De- 
partment of the Interior’s new Oil Imports Plan. 
For, unlike all previous oil import schemes, it will 
affect not only the traditional oil importers but vir- 
tually every U.S. concern that owns a refinery. Be- 
fore analyzing the new plan in some detail, it should 
be pointed out that, as of now, it is no more than a 
plan, worked out by the head of Interior’s Office of 
Oil and Gas, The OOG is now receiving comments 
from affected industry sources, for which it has 
asked, and may modify the plan on the basis of these 





> Handicaps of newcomers in cultivating growing fore- 
ign oil markets—comparing percentage growth of 
foreign vs. domestic demand 

> Where large profits from foreign oil offset lower earn- 
ings from domestic operations 

® Which companies derive main income from abroad, 
with table showing those having largest percentage 
of foreign production 

> Earnings comparison between American and foreign 
oil companies 

® Companies in the best position 


discussions. Finally, the plan must be approved by 
the Cabinet Committee on Fuels Policy, appointed 
last year by the President. 

However, while some changes are likely, it can be 
said with reasonable certainty that they will all be 
of a relatively minor nature. For instance, the plan 
which is based on voluntary compliance (despite cer- 
tain indirect enforcement means) will not be made 
mandatory, notwithstanding great political pressure 
by all U. S. domestic oil producers’ groups to do so. 
Furthermore, it will not be changed, as has been sug- 
gested by some large importers, to consider only the 
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historic position of importing companies and give 
no allocations to newcomers. The government will 
definitely adhere to the principle of issuing quotas 
to new importers at the expense of the old ones. 
Thus, some companies are bound to benefit by the 
new program. Some will lose by it while still others 
will remain relatively unaffected. 

The table herewith gives the import quotas of all 
present oil importers. The four columns show their 
current quota, their two half-year quotas during the 
transition year of 1959 and their quota for 1960. 
The plus or minus signs next to the company names 
ind:cate whether there will be a gain or a loss in im- 
por's under the plan. Companies with a circle after 
the r name will retain approximately their pres- 
ent import volume, 













Drastic Change In Import Pattern 






he new plan may radically change the traditional 

oi! import pattern in the United States. Up to now, 
only companies with East Coast refineries have fig- 
ured as significant oil importers. (There is one other 
major oil import region in the United States, the 
West Coast, but it has a separate import scheme and 
the new plan does not apply to it). The East Coast 
is the country’s most important oil consuming re- 
gion. It is also the only major region without any oil 
production of its own (except a small output in 
Pennsylvania), Thus, it has always been a logical 
market for foreign oil. In fact, East Coast refiners 
use over 50 percent foreign crude oil in their plants. 
Under the new plan, East Coast refiners will get 
exactly the same share of oil imports as those in the 
rest of the country, namely 10 percent of refinery 
runs. In plain language that means that every U. S. 
refiner (with the afore-mentioned exception of those 











on the West Coast, will be allowed to import one 
out of every ten barrels of crude oil which he uses 
in his plant. Obviously, East Coast refiners will suf- 
fer under this system while Mid-Continent and Gulf 
Coast refiners will gain. Those companies with re- 
fineries on both the East Coast and elsewhere will 
be able to make up the reduction in East Coast im- 
ports by shifting the allotted quotas from their other 
plants to the East Coast. But the more refinery 
capacity a company has on the East Coast the more 
it will suffer under the plan, 


Effect of New Plan On Individual Companies 


This is how some of the individual concerns are 
likely to be affected: 

Standard Oil (N. J.) will receive a higher total im- 
port allocation because its subsidiaries, Humble Oil 
and Carter Oil, never used any imported oil but will 
be entitled to do so under the proposed plan. Since 
Jersey does not import any Middle East oil the en- 
tire increase can be expected to be met by more im- 
ports from Venezuela. Thus Creole Petroleum will be 
the main beneficiary of the new plan, as far as the 
Jersey group is concerned. 

Standard Oil of Indiana is another company slated 
to benefit from the plan. Stanolind has only two 
Eastern seaboard refineries which it should be able 
to supply in the future with more foreign oil than 
it has been able to do up to now, The increased allo- 
cation is of great importance to this particular com- 
pany which is now engaged in a most determined 
effort to change from a purely domestic oil producer 
to a large-scale international one. 

Another company with East Coast refineries to 
profit under the plan will be the Texas Company 
whose import total is to be raised somewhat. 


















































r 
New Imports Plan: Some Win, Some Lose, Some Break Even 
(Districts 1-4, thousands of barrels daily) 
Change Change 
| fore- From From 
th of Present Present Quota Quota Quota* Present Present Quota Quota Quota* 
Quotat quota 1-1-59 7-1-591-1-60 Quotat quota 1-1-59 7-1-591-1-60 
earn- Atlantic Refining 50.2 50.2 30.2 21.3 Phillips ss 10.2 15.5 20.9 26.2 
Avrora Gasoline .... 3.5 4.1 5.5 6.8 Pure Oil ....... + 5.0 10.9 14.8 18.5 
woud Bay Refining ...... 2.9 2.9 2.9 2.9 Republic Oil . a 4.0 4.0 45 5.6 
’ Cities Service .... 27.8 27.8 27.8 29.0 Se 6.4 23.7 32.0 40.0 
ntage Clark Oil ............ 2.0 2.3 3.0 3.8 Sinclair eer: 53.0 530 530 45.9 
Continental ........ 5.0 8.9 9.0 15.1 California Standard ....... 56.9 56.9 30.9 21.7 
reign Crown Central ........... 4.3 4.3 43 4.1 Socony VER 57.2 57.2 57.2 50.2 
Danaho Refining 0.5 0.5 0.5 0.5 Indiana Standard ...... + 25.4 44.3 59.8 74.7 
Delta Refining ......... 3.0 3.0 1.7 1.2 Jersey Standard ...... + 61.4 61.4 76.3 98.4 
Eastern States ........ 15.6 15.6 8.9 6.3 Ohio Standard . . oOo 7.0 8.4 11.3 14.1 
SIE iditiiiieeacisdasicaahicenaesesiadiniea - 6.0 4.0 2.0 nil | eee ~ 43.0 43.0 36.6 25.8 
d by Great Northern ................... ° 28.1 28.1 28.1 28.1 ERC 5.0 7.0 9.4 11.7 
a by oa a 95.1 95.1 85.6 60.1 Southwestern 00.0... 2.5 3.0 4.1 5.1 
inted Hess, Inc. ...... _- 9.8 6.6 3.2 nil IID TID ccsccceccncncctensee ° 3.5 3.5 3.5 3.5 
Ingram Oil — 3.5 3.5 2.3 1.6 TE ieee + 46.4 46.4 49.1 61.4 
an be International Refining ........ ° 10.5 10.5 10.5 10.5 Texas Asphalt ..............0.. 0 — 2.0 1.8 0.6 0.4 
Lakehead Pipeline .............. ° 0.3 0.3 0.3 0.3 a ~~ 4.0 4.0 4.0 3.5 
ll be Lake Superior 2.0... ° 4.3 4.3 43 43 Tid@weater ...cccccccsscsssssssssssss0n - 29.2 292 173 «122 
pl: n Northwestern Oil ................ °o 11.5 11.5 11.5 11.5 United Refining . = 3.0 3.0 1.2 0.8 
: cer- 4. + 3.5 3.5 3.4 43 
made 
sure * 1960 quotas based on 10.11% of total demand and 90% capacity. 
0 80. t+ Symbols denote the following: + Increase; — Decrease; O Approximately unchanged. 
sUug- Source: The Oil and Gas Journal. 
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The tabie below shows the relative importance of 
each of the chief oil-producing countries to the eight 
major international oil companies and to the two 
leading international independents. The percentages 
and outputs shown are those applicable to 1957. 

During most of the year oil production was still 
affected by the damage to the 1.P.C. pipelines, and 
thus the proportion due to Iraq was slightly lower 
than would otherwise have been the case. But this 
affected virtually all companies equally, and the 


THE INTERNATIONAL OIL COMPANIES— WHERE THEIR OIL COMES FROM 


table shows clearly the notable difference between 
the various companies’ relative stakes in the Middle 
East. 

The “total Middle East” column includes, besides 
the first four columns, the output of Qatar, Bahrein 
and the Kuwait/Saudi-Arabia neutral zone. The “other 
Eastern Hemisphere” totals are mainly attributable 
to the production in Indonesia and Borneo, while the 
“other Western Hemisphere” column refers princi- 
pally to Latin America outside Venezuela. 





* Under long-term special supply contract with Gulf Kuwait. 


+ Including contract under *. 











Total Other w. Votat 

_ Saudi- | Middle. Hemi- Vene- Hemi- “rer! 

Kuwait Arabia Persia ~= Iraq East sphere U.S. xzuela Canada sphere aati 

Source of Crude In Percent - tons) 

Standard Oil (New Jersey) .. - 12'2 2 2 172 3 21 4812 42 52 119 
Royal Dutch /Shell 16* _ 4 412 262 W 17 42 V2 3 113 
_. ¢ Een 48'2T - 3 _ 51% 2 31 14 1% — 58 
Texas Company .............. - 2812 4\2 - 332 7 42 - a 132 53 
British Petroleum ...... 57'2 - 28'2 10 98 Ya - _ V2 1 50 
Standard Oil of California . _ 3342 - - 40'2 812 37'2 10'2 3 = 45 
Seamee Be GT viicciccccccsssiccssscsese - 142 72 72 31% 7 39 16'2 a 2 36 
Compagnie Francaise des Petroles ......— - 572 23 98'2 12 = = _ -_ 9 
Phillips Petroleum  .........cccccceccceeeeseees a a - 12 2012 - 722 5'2 1'2 = 7 
Getty-Tidewater group ........... sonnsesnies il a - 32 26'2 - 6812 - 5 8 
TOTAL OUTPUT (m. metric tons) ........57.3 49.0 35.5 21.0 176.8 34.5 352.0 146.3 24.5 34.3 768.4 


(a) Also have crude production in the Kuwait 


Other 


Saudi-Arabia neutral zone. 
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Outside of the East Coast, just about every big 
oil company will benefit under the plan. The reason 
is, of course, that oil imports into the interior areas 
are very small, since (except for the special case of 
the Canadian border) no facilities exist to transport 
foreign oil from the seaboard to inland refining cen- 
ters. Thus, most of the inland and Gulf Coast re- 
fineries will not process their import quota them- 
selves but will sell it at a profit to East Coast re- 
fineries whose own quota is not sufficient*. Since the 
landed price of foreign oil—particularly Middle 
East oil—is some 40¢ to 60¢ below that of compar- 
able domestic oil, the companies able to sell this oil 
can expect a nice windfall from the program. The 
most important of them are Phillips Oil, Shell Oil, Pure 
Oil, Sunray Mid-Continent, and Continental Oil. Nearly 
all of these concerns have expressed themselves fa- 
vorably about the new import plan. 


Some Firms Hurt By Plan 


On the other side of the fence are the companies 





“Gulf Coast refiners could import more foreign oil but are 
unlikely to do so, being located right next to one of the 
world’s largest oil producing regions. 


which are likely to lose out under the new plan. 
Among the most important of the latter is Atlantic 
Refining which has heavily invested in developing 
foreign oil production and is just about ready to 
start cashing in on its foreign investments, having 
found sizeable oil deposits in Venezuela. Under the 
new quota its imports are to be cut by nearly 60 
percent. For a company whose net income has drop- 
ped from $25 million in the first half of 1957 to 
less than $8 million in the same period of this year, 
the partial loss of this cheap foreign supply source 
will be difficult to absorb. 

In a very similar situation is Tidewater Oil which 
has spent several hundred million dollars on build 
ing its gigantic, ultra-modern Delaware refinery 
with the express intention of running it largely 
on imported oil, mainly from Getty Oil’s prolific 
fields in the Kuwait-Saudi Arabian Neutral Zone. 
Tidewater’s profit has deteriorated even more than 
Atlantic’s in the first half of 1958 (from $21.6 
million to $280,000). 


Sinclair Oil has developed considerable foreign oil 
production in Venezuela, most of which it will now 
be unable to use in its own plants. The same applies 
to Sun Oil. (Please turn to page 44) 
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What every investor should know about .. . 


CHANGING CHARACTER 
of the STOCK MARKET 
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—How Institutional Operations Distort 
Investment Values Today 


By Ward Gates 


IKE the weather, everyone talks about the struc 
#5 ture of the stock market, but there have been 
few real attempts to analyze it. A _ painstaking 
search through financial literature, in fact, reveals 
that very little work has actually been done on the 
role the institutional investor plays in the stock 
market—and still less has been done to measure the 
institutional affect on day to day fluctuations in 
stock prices. 

Congressional studies now in the offing may rem- 
edy this situation in a few years, but for thought- 
ful investors, results that appear vears after the 
fact offer no help in making current investment 
decisions. Moreover, a study of institutional inves- 
tors is not enough. Of equal importance is the affect 
on the market of the Capital Gains Tax, and the 
growing propensity for stock buyers to hold on to 
their shares through thick and thin. 

All three of these factors, in combination, help 
to explain the scarcity of stocks in the open market 
at a time when the demand for equity investment 
is growing by leaps and bounds. And in doing so 
they also help to explain why stock prices have 
risen out of all proportion to realistic earnings and 
dividend prospects. Thus despite the paucity of sta- 
tistical information, some conclusions can be drawn 
from the available data and astute investors can 
gain a more thorough understanding of the invest- 
ment climate. 


How Big Are the Institutions 


At the end of 1957, all of the stock listed on the 
New York Stock Exchange toted up to a massive 
$195.6 billion, almost double the value only five 
years earlier, and over 2.5 times the value in 1949 
Of this figure, institutions (including insurance 
companies, open and close end investment trusts, 
non-insured pension funds, mutual savings banks, 
colleges and universities and foundations) ac- 
counted for $30 billion, or 15.3 per cent of the total, 
compared with $9.5 billion, or 12.4 per cent in 1949. 
On the surface these figures to not appear inordi- 
nately large, but close examination indicates that 
the picture is a misleading one, for it provides no 
clues to the impact of institutions on stock prices. 

Better perspective is gained when we realize that 
this $30 billion is greater that the total value of all 
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AVERAGE NUMBER OF SHARES LISTED, VOLUME AND TURNOVER RATE 
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transactions on the New York Stock Exchange last 
year ($27.5 billion), and that institutional holdings 
are concentrated in the relatively few stocks that 
lead the market. The concentration is difficult to 
measure accurately, but it is known that only 400 
of the 1,170 issues listed on the big board are owned 
by more than twenty institutions. Moreover, it is 
quite probable that most of this $30 billion is 
invested in substantially fewer issues. In 1955, for 
example, a study made by the Superintendent of 
Banks in New York State revealed that two-thirds 
of all the funds placed in common stocks by the 
state’s banks represented only sixty companies, 
while the balance was spread out over a total of 
only 200. 

Another compilation made earlier this year re- 
vealed that mutual funds, in the very active second 
quarter, bought or sold only 300 separate stock 
issues, and that by far the greatest amount of buy- 
ing was concentrated in only a few industrial 
groups, including utilities, rails, construction and 
electrical equipment stocks. Without pressing the 
point too far, it is obvious that institutional invest- 
ment has been channeled into a relatively few 
stocks—and these are the issues that “make the 
stock market.” 

Since these issues are popular with institutions 
they probably represent a relatively high percent- 
age of total market value. An accurate figure is 
impossible to determine, but if we assume that all 
400 issues widely held by institutions represent 50 
per cent of the $195.6 billion market value of all 
Big Board stocks, then institutional holdings of $30 
billion are roughly equivalent to 31 per cent of the 
value of these stocks. Moreover, this figure is prob- 








ably conservative since the largest concentration 
of funds is probably in far fewer issues. 


Reduced Turnover 


Apologists for institutions often point to the large 
amount of selling they do, in addition to purchases, 
to minimize their affect on the market. The fact 
remains however, that in the past decade, when 
institutions have been most active, the turnover of 
shares on the Exchange has been sharply reduced 
from former levels. Prior to 1920 it was not un- 
usual for the entire list to turn over completely, not 
once, but several times. In the 1930s and 1940s 
however, the number of shares traded in any parti- 
cular year varied from 20 per cent to 43 per cent 
of the total number listed. In the fifties, though, 
the turnover ratio has been consistently below 20 
per cent and in 1957 only 12 per cent of all shares 
actually changed hands. 

But it is during this same period that institution- 
al investment in common stocks has begun to grow 
by leaps and bounds. Corporation pensions funds 
alone increased the amount of common stock owned 
from $816 million in 1951 to $4.77 billion at the 
end of 1957. As a proportion of total pension fund 
investments, common stocks now represent 30 pe. 
cent compared with only 11.8 per cent in 1951. What 
is even more important, however, is the fact that 
most of the stock purchased stays out of the market 
In each of the last seven years there has been a 
large excess of purchases over sales, and in 1957, 
alone, the pension funds purchased $1.2 billion 
worth of common while selling only $208 million 
In all, 37 per cent of the net receipts of these trus*s 
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were invested in common 
stocks last year. A similar 
percentage this year would 
bring total common stock 


STOCK OWNERSHIP BY INSTITUTIONS 
A breakdown of institutional holdings of NYSE listed 
stocks for the end of 1949 and 1957. 











on the market leaders by 
professional investors is 
impressive. 


purchases up to over $1.6 ona aie — Effect on Individual Securities 
billion from this one source (Billions) Change 
alo me —— Companies: are te Another way of viewing 
gg ge NOM-ife vnnonscwwwwce. 17 40 +135 |] the problem of impact is by 
enc trusts, which invest investment Companies: obtaining a clear picture of 
a much higher percentage Open-End on oe oes ceesseee 14 67 +379 the floating supply of given 
. _ — 2 — ao eat Siete ocala 16 35 +119 leading issues. Last year 7 
stocks account for at leas -Profit Institutions: Wi omen 
h. and it is saf College & University Endowments.. 1.1 2.4 +118 million shares of General 
- roll that 1 wes Foundations ............ ick cnetiimcws Wan 2.9 +164 Motors oe — as of 
ass a IF sctesnsiinss vt teceece ee 10 28 +180 a total of 2 million 
investment institutions ac- Non-Insured Pension Funds ............... 0.5 5.4 +980 shares outstanding. Thus 
count for another $1 bil- Mutual Savings Banks ................ - 0.2 = onlv 2.5 per cent of the 
lion in buying. A reason- e ome Soc daha $95 $30.0 +215% total issue was traded, yet 
le * ® ° arket Valve o 2 ic , 4 ul 
abe — of ge NYSE Listed Stocks. o.cccccnnn-$76.3 $195.6 +156% GM stock is owned by over 
purchases would therefore Estimated Per Cent Held By 650 investment institu- 
hover around the $4 billion CO en 12.4% 15.3% — tions. Any buying they did 


level. 


* Preliminary Estimates. 


affected a pathetically 





small floating supply. 





Measuring the Impact 


‘otal dollar volume of all transaction on the 
L .change last year equalled $27.5 billion. Measured 
against this figure, $4 billion or 14 per cent doesn’t 
appear too large. The funds, however, it must be 
recalled concentrate their purchases in the leading 
companies which are usually more actively traded. 
Therefore, before the impact of institutional buy- 
ing can be determined, the $27.5 billion figure 
must be adjusted. 

For one thing, odd-lot transactions, should be 
substracted. These accounted for 21 per cent of 
total volume, or roughly $5.5 billion. Of the re- 
maining $22 billion in round-lot transactions, the 
leading 25 stocks accounted for a full 17 per cent 
or $3.7 billion. Further figures aren’t available, but 
if the first 25 stocks account for 17 per cent it is 
not unreasonable to suppose that the 200 most 
active issues could account for about 50 per cent of 
total round lot volume. In that case the investment 
trust’s $4 billion in buying 


Much the same is true of General Electric, an- 
other institutional favorite owned by more than 
660 trusts. The 2.9 million GE shares traded last 
year represented only 3.3 per cent of the total of 
89 million shares outstanding. Given these low 
figures, only a relatively small amount of buying 
is needed to buoy the price of these issues. To a 
greater or lesser extent, the same principle holds 
true for all of the institutional favorites. 


Disappearance of Shares 


The surprisingly small percentage of some of the 
leading issues traded each year points up the mag- 
nitude of the disappearance of common stocks from 
the market. In 1957 only 560 million shares changed 
hands, or 12 per cent of the 4.6 billion listed shares. 
Historically, while the number of total shares listed 
has increased, the turnover, as pointed out earlier, 
has been steadily declining, indicating that an ever- 
increasing portion is disappearing into permanent 

investment portfolios. Ob- 





power was brought to bear 
on only $11 billion worth of 


Assets of Corporate Pension Funds 


viously, investment insti- 
tutions, with $30 billion 
invested in common stocks 





securities, accounting for 
36 per cent of the volume 
in the market leaders. 
Nor is that all. Members 
of the Exchange, who must 
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BILLIONS OF DOLLARS 


account for some of the 
missing shares, but not all. 
This leads us into two 
other important factors af- 
fecting the supply of stocks 








also be included in any ap- 15 
praisal of the influence of 
professionals on stock 
prices, accounted for $5.5 
billion in purchases last 
year. If only 30 per cent of 
their activities were in the 10 
leading stocks (it was J 
probably much more) then 

total professional activity 

was responsible for over 

50 per cent of all the trans- 5 
actions in the market’s, 
leading issues. 

More thorough statisti- 
cal data may prove this 
figure to be a little high or 
a little low, but the evi- 
dence of a massive impact 
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—(1) the rapidly growing 
number of stock owners, 
and (2) the impact of the 
Capital Gains tax on in- 
vestment decisions. 
Accurate statistics on 
the number of shareholders 
are skimpy for past years, 
but that there has been a 
rapid acceleration in the 
decade of the fifties is 
readily apparent from re- 
cent Stock Exchange stu- 
dies. In 1952, a survey 
revealed 6,490.000 individ- 
ual shareholders. Four 
years later, a similar study 
(Please turn to page 48) 
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A FRESH APPRAISAL 








of 1958 MARKET LEADERS 


— where do they stand today 


after a year of rising prices? 


By Harold B. Samuels 


a At this writing the stock market is moving 
further and further into the “‘never, never land” 
of higher and higher prices, exorbitant price-earn- 
ings ratios and ever-diminishing yields. In sum, 
1958 has by all reckoning been a boom year in the 
market despite an average decline of 28‘. in in- 
dustrial earnings—and for some an almost dis- 
astrous drop in the first half of the year, plus a 
business picture which makes a return to record 
earnings doubtful before 1960, at the earliest. 





Moreover, the most impressive part of this year’s 
performance is that the advance has been a broad- 
scale one, encompassing blue chips and secondary 
issues, rails and utilities. In addition, the upward 
march has continued despite poor earnings, recur- 
rent international crises, deep and prolonged un- 
employment in the economy—admitted over- capaci- 
ty in many key industries—a weakening price struc- 
ture for many basic commodities and industrial 
materials and mounting government fiscal deficits. 
Overriding all of these factors has been the magic 
word “inflation’—the long-range deterioration of 
the dollar that the investor must defend himself 
against regardless of the risk. 





But curiously enough, despite the fact that the 
rise has been widely attributed to inflation, the 
market has not shown typical inflationary charac- 
terics in areas that are usually the first to respond. 
Plainly, there were other forces present, such as 
the enormously expanded output of commodities. 
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As a result, huge surpluses in the natural resources, 
affecting the oils, papers, non-ferrous metals, etc 
(normally regarded as inflation hedges), have been 
showing deflationary tendencies. At the same time, 
some groups usually at a disadvantage under infla- 
tion, such as utilities and rails (where government 
regulation prevents timely rate adjustments) and 
consumer goods such as food stocks, soap and other 
generally associated products, usually slow moving, 
have been among the more buoyant issues. 

For this reason, the appraisal of the 75 market 
leaders listed in the accompanying table will at- 
tempt to cut through the inflation “psychosis” that 
dominates the headlines and evaluate their current 


market status in terms of the specific earnings andf 


dividend outlook for the various companies. Infla- 
tion may or may not loom large on the horizon, but 
the poor performance this year of the copper, oil 
and paper stocks is ample evidence that it is actual 
supply and demand conditions in each industry— 
and the impact of developments at home and abroad, 
that basically controls the price of most stocks. 


Future Earnings Potential 


The “bullish” character of the market, during 
the past year in particular, has encouraged specu- 
lative buying on the slightest promise of coming 
improvement over a poor earnings record, espe- 
cially in issues in the lower price range. An excel- 
lent case in point is American Airlines, which will be 
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the first company to place jet airliners in service 
on domestic routes. American, of course, along with 
most other air lines, has had a poor earnings record 
in recent years, despite which, the announcement im- 
mediately attracted speculative buyers, apparently 
on the hope that for the initial period anyway jet 
service without opposition would give the company 
an enormous earnings edge over competing lines. 
In consequence, the stock rose from a 1958 low of 
145., te a high of 23, regardless of continued poor 
earings. Such is the stuff of which buying in 
tod:.v’s market is made. Only time and operational 
experience will prove whether jets are the answer 
to ‘he air carrier’s profits under existing condi- 


tio: s, and whether the increased revenues will be 
enoigh to overcome the enormous financing burdens 
the companies must incur for the switchover. This 
was brought out in our story a “First Hand Report 


in Depth on the Emerging Problems of the Air 
Lines” which appeared in our September 13th 
issue. 

l' is clear that inflation did not enter the picture 
in the buying of American Airlines, so that a mild 
ups ving, expected when the jets began operation, 
seers already to have been largely discounted. 

On the other hand, the rise in Deere & Co., a 
major farm equipment manufacturer, has been the 
result of a decided pick-up in current earnings and 
the likelihood that the company is headed into one 
of its most profitable periods. The steady increase 
in price from 27 to a high of approximately 46 has 
been orderly and consistent, as each passing quarter 
depicts a rising earnings trend and an improving 
outlook for the months ahead. 

in the first nine months of Deere’s current fiscal 
year earnings have already topped the total for all 
of last year, $4.17 to $3.96, and there has been no 
slackening of the new order rate. Furthermore, 
farmers are enjoying one of their most profitable 
years and are spending accordingly, on all pro- 
ducts in addition to farm equipment. With a huge 
reservoir of demand for tractors, combines and 
automatic feeders still to be met, Deere can look 
forward to a prolonged period of steady and high 
level production. 

For shareholders, the company’s current excel- 
lant situation should bring concrete rewards in the 
form of a large year end extra, in addition to the 
regular 37.5¢ quarterly dividend. 


Premium On Stability 


The excitement of jets is one explanation for 
market performance, and a decidedly improved 
earnings picture is another. But it is also apparent 
from the cantinued favorable market acceptance of 
companies with large rental incomes, that stability 
of earnings—and therefore dividends—is an im- 
portant consideration for investors. Three stocks 
in the accompanying table, American Machine & 
Foundry, General American Transportation and 
Pitney-Bowes all fall in that category. Moreover, 
Ex-Cell-O, a major machine tool manufacturer with 
large rental revenues from its Pure-Pak dairy ma- 
chines, has outperformed its otherwise depressed 
group. 

American Machine & Foundry presents an interest- 
ing pieture because over 70 per cent of its reported 
earnings stem from the rental of bowling pin 
1958 
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spotter machines. At 45 the stock is selling at 13 
times its rental earnings of about $3.50 per share 
and less than ten times the $5.00 per share overall 
operations will show this year. In effect, AMF has 
given its stockholders secure income and coverage 
for the $1.60 dividend from its bowling machine 
operations, while using its large depreciation re- 
serves and other earnings for plowing back into 
research and new products. 

To a lesser extent the same is true of General 
American Transportation. In recent years, the com- 
pany has diversified into manufacturing operations 
which have pulled profit margins down from the 
high levels that prevailed when rentals of railway 
cars were almost the sole source of income. Still, 
rental revenues virtually assure coverage of almost 
twice the present $3.75 dividend payment. 


Drugs Still in the Vanguard 


Prominent in the list af 75 leaders (as they have 
been for the past year-and-a-half) are several drug 
issues. The dynamic change in investor favor these 
issues have enjoyed in recent years, is quite a testi- 
monial to the fabulous breakthrough that has oc- 
curred in the entire field of pharmacobgy—lending 
promise to a new era in the control of disease, 
mental disorders, and the degeneration of the 
human body. With it all, however, as a group the 
drug stocks are selling right in line with the market, 
since the overall price-earnings ratio for the group 
is 15 times present earnings. 

For some of the companies, such as Warner- 
Lambert, 1958 has been a year of catching up with 
the rest of the industry, and it has done so with 
a vengeance, climbing from a 1957 low of 42 to its 
present price of 81. American Home Products, on the 
other hand has remained an outstanding performer 
by consistently proving that it is a money-making 
organization. Six months earnings in this recession 
year rose to $2.74 from $2.49 a year ago, and full 
year results are almost certain to top last year’s 
$5.03 per share total. Another small increase in the 
dividend at year-end is a reasonable expectation. 

Parke, Davis is another drug stock that formerly 
lagged but caught up in 1958. Few sensational new 
drugs have emanated from its laboratories, but 
investors have suddenly become aware of the com- 
pany’s steady business and better than average 
yield. In recent weeks the stock has literally 
bounded ahead, climbing to a lofty 110 compared 
with a low of 53 earlier in the year. Much of the 
latest move, however, can be attributed to the 
stock split and dividend increase just announced, 
leading to the assumption that for the present, at 
least, the stock is overpriced. 


Defensive Stocks 


Even a cursory glance at the table, which re- 
presents most of the leading stocks in this sup- 
posedly inflationary market, indicates that a large 
number of highly defensive issues, with little or 
no stake in inflation are prominently displayed. 
Kroger, one of the nation’s largest food store chains 
has climbed from 61 to 90 this year, reflecting its 
aggressive expansion program and its dominant 
marketing position throughout much of the Mid- 
West. Similarly, such stalwarts as J. C. Penney, Safe- 
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way, Procter & Gamble and Sunshine Biscuit are also 
on the list, but they have largely discounted current 
and near-term improvement. 

But the true star among the defensive issues this 
year has been giant American Telephone & Telegraph. 
In recent weeks Telephone has led the market amid 
a flood of rumors that “the stock will split’; “‘the 
dividend will be increased,” or ‘“‘a large stock di- 
vidend is forthcoming.” We have no way of know- 
ing if any of these are true. We do know, however, 
that AT&T has virtually completed a massive ex- 
pansion program which has placed almost its entire 
system on low cost dial service—and is now ready 
to reap the earnings rewards without much—if 
any—new financing. Thus, with no new dilution in 
the offing, earnings for this extraordinarily well 
managed company should continue to rise at a 
good clip. 











The $9.00 annual dividend is certainly safe, af. 
fording the shareholder a floor to the price of his 
holding. But evidence of the “new growth” aspects 
of AT&T’s stock is best demonstrated by its recent 
divorcement from the money market. For years 
AT&T sold on a yield basis. Now, with money con- 
ditions tightening and bond yields going up, Tele- 
phone is actively rising and its yield is declining 
proportionately. 


Signs of Resurgence 


Since last April, when industrial production hit 
low ebb, the economy has been in a slow, but per- 
sistent upswing. It is still too early to evaluate how 
strong this resurgence is, but investors generally 
have been impressed by the earnings performa) ce 
of several companies in both the recession and ‘he 






































A—Suited for averaging. 


Vital Statistics on 75 Leading Stocks 
Net Ist 6 Indicated 
Working 1957 Months 1958 
Capital Net Net Per Div. Price Price 
Book Value 1957s Per Share Per Range Range Recent Div. 
1947 1957 (mil.) Share 1957-1958 Share 1957 1958 Price Yield Rating 
Addressograph-Multigraph _.......... $5.18 $17.33 $28 $— $2.72> $3.25> $4.00 68 -34! 90%4-83'2 84 4.7% H-1 
SEINE sincscnccsedaveianentnsinnionents 13.00 31.34 50 4.31 2.18 1.71 2.50 6534-455%  69%-49% 68 3.6 H-3 
American Airlines ....................0000. 2.42 16.11 35 1.31 .67 .67 1.00 24-14 23%4-14% 23 4.3 B-2 
IIE TID, dcicsssressaansigesensetnanuans 15.86 28.69 191 2.72 1.27 1.07 2.00 45%-37%  S50%-41% 48 4.1 B-3 
ae 12.57 25.46 24 5.62 2.55 2.82 3.50 64 -53'2 83%-62% 79 4.4 B-1 
American Cynanmid .................... 3.31 18.26 168 2.42 1.10 91 1.60 48%4-33%  53%-39'2 51 3.1 H-3 
American Home Products .............. 6.98 13.79 76 5.03 2.49 2.74 3.90 89%4-59% 108%4-73 106 «3.6 H-1 
American Machine & Foundry ..... 6.70 24.45 95 3.51 1.82 1.38 1.60 4334-29%  465%-32% 46 3.4 B-3 
Pmamenete GIG ann .ane.nsessnsicnsssesnere ~ 19.90 46 92.12 41.163 2.61% - 8¥2- 5% 21%. 8 20 - H-1 
American Tel & Tel. serveresIS4I2*? 153.73 617 13.00 5.30 5.48 9.00 179%-160 195'2-167% 195 4.6 BH-1 
Baltimore & Ohio... 169.88" 222.565 28 8.53 4.38 2.03 1.00 585-22%  44%-22% 44 2.2 H-3 
= SII, sys nianidedubsisishidultisbicnebieets 38.43 23 3.78 64 84 1.006 501-36'2 7934-42 78 #412 $-1 
ndix Aviation 40.59 126 5.44 3.973 2.65% 2.40 6634-42 61%-44'2 57 42 AH-3 
Boeing Airplane 25.73 97 5.49 2.47 2.78 1.00 61'%-29 48%-34%8 47 2.1 H-2 
( Brunswick Balke 26.26 36 5.53 1.08 2.05 1.00 373%4-21%  51%-32% 50 2.0 $-1 
“Eolgate-Palmolive .......c.ccccceessen 69.88 125 7.80 3.20 3.25 3.24 4934-41 69-48 =~ 69 47 H-2 
Commercial Credit .............. 41.68 709 5.33 2.66 2.64 2.80 5234-4234 64%4-46% 60. 4.3 H-2 
Gommonwealth Edison 32.75 427 2.85 1.51 1.57 2.008 4214-35%  56%-41% 52 3.8 BH-1 
Corning NN a iiiiecisiicndientiaeieeelics 14.32 45 2.43 1.22 97 1.50 106%-57% 95 -74% 93 1.6 $-3 
IIIs scstisscsehsioneendnsnatina 19.71 55 2.52 1.02 1.11 1.80 345-28 47%4-33"e8 46 3.8 H-2 
RN TEIE TEIN. Savuhuntsnsuetnsccseusanversaseennan 46.67 308 3.96 3.24% 864.173 1.75 3258-26% 45%-27% 45 3.8 H-1 
Ge DPR ssabiutbtininsunievseasscesnastncessnsits 45.41 636 8.48 4.31 3.09 6.50 206 -160% 20112-1728 199 3.2 $-3 
ene ne 33.67 35 3.21 73 95 1.00 5134-27 3812-298 36 2.7 H-1 
Eastman Kodak ..... 30.28 294 5.09 2.09 1.94 2.85 115 -813% 131 -97% 128 2.2 h-2 
Federated Dept. Stores .................. 23.58 126 3.25 94 1.02 1.80 34%-27%  48%-29% 48 3.7 H-1 
irestone Tire & Rubber ..... 57.15 329 7.32 5.403 4.163 2.60 101%-81% 110%4-82% 105 2.4 $-2 
irst National Stores ......... 44.34 17 5.37 t.28* — 1.30% 7.50 57 -47 73%4-55% 72 3.4 H-] 
Florida Power Co. ............. 28.33 a2 2.96 1.42 1.93 2.00 5934-45 79%4-56% 76 2.6 HA-1 
Grride Power & Light ................... 22.44 d4 2.98 1.49 1.71 1.52 5934-4412 7512-54 75 2.0 S-1 
‘ood Machinery & Chemical : 43.32 104 4.60 2.65 2.39 2.00 65%-42% 70 -47% 68 2.9 H-3 
General American Transport ....... 27.00 60.48 62 6.61 3.29 3.23 3.75 88 -67% 94%-69'2 92 4.0 HA-2 
Re \. 14.48 618 2.84 1.47 1.18 2.00 72%-525% 6834-57 66 3.0 H-3 
EL EAT 23.42 206 3.98 1.054 1.054 2.40 50%-40 71 -48 67 3.5 H-2 
ae 50.78 71 5.94 4.885 5.945 3.00 69 -56 85 -60% 80 3.7 H-1 
(dood Portland Cement é 20.79 W 3.36 1.97 1.95 2.30 68 -47% 7834-482 78 2.9 $-2 
General Telephone ..................00000. 3.21 21.95 27 3.03 T.55 1.48 2.00 ---45¥4-36%4—-53%-40%" ST 3.9 -2 
Georgia Pacific Corp. ...........0.00. -90 14.99 38 2.49 1.33 1.14 1.006 365-23 46'2-26% 44 2.2 BH-1 
eee 4.27 15.61 18 2.55 .604 654 80% 37%-25'2 52%2-33% 51 1.5 H-1 
4d—Deficit. 1—Based 3 for 1 stock split. 5—Year ended May 31. 
2—Year ended July 31. 6—Plus stock. 
3—9 months. 7—1948. 
4—1st fiscal quarter. S—Equity Com. & pfd. share, 1948 & 1957. 
RATING KEY: B—Buv. 1—Rising earnings. I 
H—Hold. 2—Stable earnings. 
$—Sell. | 


3—Declining earnings. 
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Net 
| Working 1957 
Capital Net 
Book Value 1957 Per 
1947 1957 (mil.) Share 
| 
|( Hooker Chemical . $1.70 $12.20 $31 $1.75 
| Inland Steel ......... coe 31.02 71.65 187 10.34 
nternational Business Mach. 8.43 52.58 295 7.73 
it. Tel. & Tel. 38.13 51.73 201 3.12 
WOMIET GD e cecesessccess 16.91 36.27 73 5.10 
ly-Tulip Cup 459 2631 20 4.12 
/ Lockheed Aircraft ~T3.03 37F 106 5.52 
Corillard (P.) 20.17 2670 110 3.79 
Jerck & Co. 2.66 11.47 78 2.20 
National Biscuit 16.01 24.64 45 3.18 
ational Cash Reg. 7.88 17.49 93 2.57 
« Parke, Davis & Co 8.58 24.77 68 5.67 
|~ Penney, J. C. 15.85 33.46 201 6.00 
fizer (Chas.) 5.62 22.43 74 4.23 
tney—Bowes 3.18 15.17 8 3.07 
{ °olaroid ’ 47 3.97 9 1.44 
rocter & Gamble 10.81 23.20 227 _ 
Radio Corp. of Amer. 1.46 14.01 305 2.52 
taytheon Mfg. 6.69 17.26 45 1.70 
eynolds Tobacco ‘B’ 18.25 36.25 466 6.15 
exall Drug 11.34 15.89 50 1.45 
afeway Stores 6.26 14.24 113 2.43 
Scott Paper 2.42 19.98 49 2.68 
,outhern Pacific 127.25 140.22 93 6.02 
tauffer Chemical _ 29.52 40 3.71 
Stone & Webster 9.16" 18.58 14 4.91 
Sunshine Biscuits 21.95 52.83 30 6.48 
Texas Co 15.89 36.46 596 5.94 
| Texas Instruments . - 5.96 1 v.11 
| (Drane Co. 3.30 18.97 29 2.93 
U. S. Gypsum 13.55 2970 9% 4.78 
| U. S. Steel 24.56 51.04 679 7.33 
Warner-Lambert Pharm. _ 21.61 34 5.43 
| Western Union Tel. 24.45 35.53 29 2.03 
| Wilson & Co. ... 35.51 30.98 59 2.19 
| Worthington Corp. 14.28 5338 70 6.35 
Zenith Radio 11.33 65.43 45 8.29 
4_Deficit. 1—Year ended June 30. 
°—26 weeks ended April 26. 
| RATING KEY: B—Buy. 
H—Hold. 
S—Sell. 
A—Suited for averaging. 






Vital Statistics on 75 Leading Stocks — (Continued) 


Ist 6 Indicated 
Months 1958 
Net Per Div. Price Price 
Share Per Range Range Recent Div. 
1957 1958 Share 1957 1958 Price Yied Rating 
$.74 $ 69 $1.00 395-222 37%-23'2 34 2.9% $-2 
5.26 3.51 4.00 99'2-69 114%4-73 114 3.5 H-3 
3.47 4.27 2.60° 376'2-249 410%4-300 408 4 H-1 
1.81 1.72 1.80 373%4-25% 48 -29 47 38 H-2 
2.39 2.55 2.00 66'2-47 93'4-61 89 2.2 H-1 
2.13 1.87 1.80 672-50 89'2-60'2 87 2.0 B-3 
556 3.30 2.40 ~37%-26—*OSG-3BS ST! aS — 
.83 3.96 4.00 34 -15% 72 -32% 66 6.0 S-1 
1.13 1.35 1.40 44'2-29'8 72 -36%4 68 2.0 H-1 
1.44 1.45 2.20 4258-35 51 -41%s 48 4.5 H-2 
1.16 1.03 1.20 7058-46'4 7454-50'2 71 17 B-2 
2.26 272 3.00 6314-423 992-53 % 3.) 5-1 
2.23 1.85 4.25 85'2-75 9934-82'2 96 44 HA-2 
1.85 2.14 2.25 652-4234 8138-4934 80 2.8 H-1 
1.42 1.43 1.60 7034-44 81 -52'2 7? 2.0 BH-1 
53 62 20 8 8=— 553%4-25% = 6 9%%-43'2 667» 3 S-1 
3.40! 3.55! 2.00 57 -44% 68-55 “86-30 BH-1 
1.35 86 1.50 40 -27 3952-30'4 37 4.0 H-3 
81 1.29 t 2334-1658 4014-212 39 _ H-1 
2.69 3.45 3.60 66'4-52'8 84! 2-63’8 83 4.3 H-1 
47 .60 .50 107s- 77s 24'2- 8's 24 2.0 H-1 
1.14 1.18 1.20 27'2-20's 35'4-24'2 34 3.5 HA-! 
1.34 1.35 2.00 64'2-52 71'8-55°4 70 2.8 $-2 
2.55 2.50 3.00 4678-33 5536-3452 55 5.4 H-2 
2.03 1.96 1.80 83's-545s 84'4-59 83 2.1 $-2 
2.61 2.48 3.00 50 -33'4 5452-37's 54 5.5 H-2 
3.02 3.12 4.00 74 -65'2 90 -72 86 4.6 HA-1 
3.01 2.37 2.00 76'2-54%8 7432-5554 74 2.7 $-3 
54 .66 _ 31'2-1578 50! 2-2654 44 _ H-T 
1.24 1.28 90 5612-36 6134-42 56 Oi $-2 
2.32 2.13 2.75 6954-514 93 -65'2 88 3.1 H-2 
4.07 2.29 3.00 73'2-48'4 7978-5158 79 3.7 H-3 
2.15 2.12 2.50 68'2-42's 8058-56 80 3.1 H-2 
1.00 72 1.20 2038-14'2 272-15 25 48 H-3 
1.00- 1.50- 1.00 1658-13 272-1578 26 3.8 H-1 
3.10 2.51 2.50% 6812-45 63 -45% 63 3.9 H-3 
2.43 3.04 3.00 70'e-4558 134%-67'2 122 2.4 H-1 
3—Plus stock. 
15% in stock. 
5— 1946. 
1—Rising earnings. 
2—Stable earnings. 
3—Declining earnings. 














subsequent rebound. High on the list of outstanding 
performers is U. S. Steel, which has demonstrated 
admirably that five years of expansion and moder- 
nization have paid off in a substantially lowered 
break-even point. With industry operations below 
50 per cent in the first quarter, big steel earned 
its dividend—bettered that performance in the 
second quarter, and appears well on its way to full 
earnings recovery. An indication of the “new” U. S. 
Steel is the prevalent estimate among analysts that 
at 75 per cent of capacity the company can earn 
about $7.50 per share—or more than in previous 
years of full-capacity operations. 

As a result, Steel has bounded ahead in the mar- 
ket from a low of 52 earlier in the year to a recent 
high of over 79. For the cautions investor, however, 
U. S. Steel must be considered adequately valued at 
present. Demand from the auto industry has yet to 
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prove itself, and tightening money market condi- 
tiones may slow down the massive construction 
boom that has contributed so much to the steel 
industry’s present recovery. A higher price-earn- 
ings multiple may be in order for U. S. Steel, but 
a figure of 15 to 16 times current earnings must 
be considered too high even in today’s very opti- 
mistic climate. 

The enormous construction boom has had more 
than one beneficiary. Not the least has been the 
cement industry which has profited from the com- 
bined demand for new bridges. Typical of this 
group is General Portland Cement, which after a slow 
start early this year, began to show real earnings 
progress. By mid-year, per share net virtually 
equalled last year’s $1.97 indicating marked im- 
provement over the $3.36 earned for all of 1957. 
Nevertheless, the stock (Please turn to page 48) 
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ANOTHER Wright Patman economic study is being 
launched. The Texas Congressman will ask the 
views of 1500 economists at 150 universities on 
problems and policies of economic stabilization, Re- 
sults of the study will be ready for the opening of 
the new Congress in January. Patman is asking 
whether high employment and stable prices can be 
achieved simultaneously; whether standby controls 
are desirable—if so whether they should embrace 
investment, credit, prices, and wages; if vigorous 
antitrust action could reduce or eliminate the need 








WASHINGTON SEES: 


No one can truthfully say that the Republican 
Party is “bossed” either from within or from 
without. Not in any event if the existence, or 
absence, of independence is to be measured 
on the basis of the GOP position on right-to- 
work laws—the right of a person to continue in 
his employment without joining and paying dues 
to a labor union. 

The issue is a big one in California. Senator 
William R. Knowland, Republican nominee for 
Governor, supports right-to-work. But the Ad- 
ministration’s position is not quite clear. Labor 
Secretary James P. Mitchell is against it. Presi- 
dent Eisenhower plans to make speeches for 
Knowland, in California, and it will be interest- 
ing to note what his first unequivocal declara- 
tion on the point will be. 

In Ohio, the Republican nominee opposes the 
“union shop.” Fred Hall, a former republican 
governor of Kansas, still a factor in his party, 
is going about the country calling for defeat 
of r-t-w laws—and the candidates who back 
them, regardless of party. 

But the big surprise of the campaign came 
when GOP National Chairman H. Meade Alcorn 
in Washington said he had strong reservations 
against indorsing the kind of legislation that 
Knowland and the others are risking their poli- 
tical necks for. He called it “bad for labor and 
bad for the country.” Republican campaigners, 
and campaign contributors, must have winced. 


















By “VERITAS” 


for standby controls; which government poli:y 
should receive primary emphasis in controlling in- 
flation — tax policy, expenditure policy, mon-y 
policy, or direct controls. 


PROBLEMS are arising in the European Common 
Market. The originators—West Germany, France, 
Italy, Belgium, Luxembourg and the Netherlands— 
have come to the realization that a European Free 
Trade Area is necessary if the original objectives 
are to be met. Asked to join in creating such an 
area are United Kingdom, Ireland, Sweden, Nor- 
way, Denmark, Switzerland, Austria Portugal, 
Greece, Turkey and Iceland. But the Common Mar- 
ket founders are willing to cede certain trade con- 
trols only if the other 11 nations consent to go along 
fully. Meetings this Fall will have the answer. 
Switzerland’s historic neutrality, and the United 
Kingdom’s alignment with the Commonwealth are 
among barriers threatening the Jan, 1, 1959 Mar- 
ket starting date. 

NUCLEAR merchant ships are in the planning stage 
but they aren’t just around the corner, the U. 5S. 
Maritime Commission is taking pains to explain. 
Signs of excess enthusiasm are beginning to appear. 
The “Savannah” is a trial ship. It cost $31 million 
to build, and the propulsion machinery carried a 
ticket three and one-half times that of conventional 
engines. Propulsion now in planning stages will cost 
one-half that amount; other charges will drop too. 
The problem of surface disposal of atomic waste 
hasn’t been solved. The Maritime Commission will 
not finance new construction until all the major 
kinks are straightened out satisfactorily. 


EXODUS of Eisenhower family members on the sub- 
Cabinet and agency head level is expected to set in 
after Jan. 1, 1959, when Congress returns to Wash- 
ington. Many of the top figures in the Federal Gov- 
ernment have been champing at the bit, anxious to 
get away from public life and back to the more 
productive and less head-achey surroundings of pri- 
vate enterprise, but didn’t want to quit before the 
election results were in. The next two years will be 
trying ones, loaded with partisan politics. Desire to 
avoid the role of standing target is understandable. 
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Organized Labor sees a more "liberal" 





Congress on 











the way into office, subject to the November election. 








Liberal is a word of special meaning to the unions: a 
labor Congress, 


in effect. Voters are picking candidates 





A4 We 
Go Te 


ied 


who are proved liberals and that seems to be the good 

news about the Fall primaries, according to the Ccmmittee 
for Political Action. Rep. Eugene McCarthy, who 
qualifies for the tag within the labor definition, 
55,000 more primary votes in the Minnesota primaries 
than were cast for the republican incumbent, 


Edward Thye. McCarthy is a member of the Hubert Humphrey 
school of government and politics; Humphrey campaigned 


to get the youthful House member the nomination, and 
eee confidence that they'll be a Senate team come 


received 


Senator 




















be PLabor is encouraged, too, 


by the fact that there 


were more democratic voters than republican voters 





the Wisconsin primary. That had never 
ppened before. Senator William Proxmire, 
mocrat who was picked in a special 
election to succeed Joseph Mc Carthy, is 
t'.e nominee of his party. For some reason 
t fully defined as yet, GOP Chairman 

ade Alcorn aS well as 


Jee 


state GOP leaders 
.aim Proxmire's seat the easiest to win. 

ey may be relying on the heavy republican 

‘gistration, the normal Wisconsin 
preference for their party, and the fact 
that Proxmire faced a divided party in the 
pecial election. But they're tipping 
their hand and the result is a flow of money 
nd organizers into the State to help the 
emocratic nominee. 


How much money organized labor will 
pend to elect a favorable congress -- 
avorable to it -- can only be guessed at 
ecause the lines of COPE (Committee on 
Political Action) and PAC (Political Action 
ommittee) are long and devious. 
Republicans claim labor won Maine for the 
emmies. That is hard to accept if you 

re one of those who still remember the 

own East State as the habitat of landscape 
aainters, fishermen and potato raisers. 

In recent years, Maine has become largely 
ndustrialized in spots; for example the 
finished lumber, not only the logs now come 
ut. And the huge plane bases at and near 
Presque Isle have helped alter the 
political complexion of the state. 
Republicans say, and democrats don't deny 
it, that labor had more organizers working 
in behalf of the Muskie drive than the 
republican party has on the job countrywide. 























PWhen Congress returns in January, 
the White House will have ready for its 
consideration major changes in foreign 
economic aid policy. Little, if any 
legislation, would be required. But the 
Administration is counting on continued 
control of Congress by the democrats and 
after much ewer 
this 








is aware now, 
phe ase of foreign . policy as in all others. 
C. Douglas Dillon, Under Secretary of 
State for Foreign Affairs is the chief 
but the President and all 
along. 


draftsman, 
affected agencies willingly go 
Vice President Nixon helped formulate 
the plan; in fact much of it came out of his 
South American trip which demonstrated, 
somewhat forcefully, that existing metho 
aren't paying off. 


PiIhe new approach will emphasize 
the community of business interests here 
and abroad and seek to place aid on the basis 
of "mutual assistance" — which was the 
original idea and, in fact, the 
justification for Spending American 
dollars. Investment would displace 
handout, where possible. Private enterpris 
would be encouraged to come in, with the 
inducement of tax concessions and 





investment guarantees neha out. Idea is to 


develop areas of other nations along the 
basic lines of development of our own 
west — land grants to encourage building 
of railroads for example. 


The revised plan will not be dumped 
into the lap of Congress as a comple’? 
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surprise. Vice President Nixon suggested 
weaknesses in the current program when he 
returned from Latin America; President 
Eisenhower touched on it in his speech 

to the UN, Aug. 13; and Secretary Dulles 
gave more details when he spoke last month 
to the United Nations General Assembly. 
Also, the President later indorsed a 
proposal to increase the resources of the 
World Bank and the International 

Monetary Fund. And, the White House has 
made it known that it looks with favor on 
an International Development Association 
whose lending and financing authority 
would be broad enough to handle situations 
which existing rules place beyond the aid 
of the World Bank. 
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be made when President Jucelino Kubitschek 
of Brazil reports to fellow Latin chiefs 
on the results of his recent conferences 


with Secretary Dulles, and analyzes the 
comment. The Brazilian's report can be 
anticipated: The Latin American Nations 
have been resentful of failure of the 
United States to encourage more fully 

the investment of private capital in 
promoting their industrial growth. The 
proposed new plan is the answer to that. 
A meeting with chiefs of the 21 American 
Republics is being set up. That will add 
impetus to the reform. Sometime this 
month, President Eisenhower will go to 
Seattle to welcome delegates to a session 
of the Colombo Plan — Australia, Burma, 
Cambodia, Canada, Ceylon, India, 
Indonesia, Japan, Laos, Malaya, Nepal, 
New Zealand, Pakistan, the Philippines, 
Thailand, the United Kingdom, and Viet-Nam. 























The Colombo Plan is not as well 
known as NATO and SEATO, but it might 
prove at least as important in firming 
United States standing abroad. It was 
created in 1950, with this country as one 
of the 18 nations involved. It has never 
met in this country before. Purpose is to 
focus attention on developmental problems 
of South and Southeastern Asia, and to 
assist those nations in raising their 
living standards. Since the organization 
was created there has been a sharp turn 
from gifts and othr forms of handouts. The 
economic status of Colombo Plan nations 
does not follow a standard. But the State 
Department believes the investment 
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Suggstion will be warmly received by most 
of them. 








PEstimates vary as to how much money 
the Federal Government will spend in the 
current Fiscal year, but forecasts level 
off at about $80 billion. This is almost 36 
billion above the President's budgetary 
requests ($73.9 billion) submitted last 
January. Significantly, only about 10 per 
cent of the increase will go for defense 
purposes. The rest wil be distributed 
among such programs as agriculture, pay 
increases, housing, unemployment 
benefits, and speed-up in government 
construction. 

















Creation of a new Space agency is 
expected to result in some shift of burdens 
of research. The United States today is 
equipped with the civilian and military 
organizations to explore solutions to 
the mysteries of outer space, and more then 
$1 billion is available for acquiring 
necessary knowledge and hardware. The 
new agency is welcomed by the existing 
bureaus; it is, to a large extent, an 
extension of the National Advisory 
Committee for Aeronautics which has 
been at work on space projects for 
several years. The Advanced Projects 
Research Agency, established within the 
Department of Defense last February, 
has laid important groundwork which will 
serve well to inaugurate and speed the 
productive effort of the National 
Aeronautics and Space Administration. 


























PThe projects research office 
already has awarded many contracts in Such 
widely separated areas as housing humans 
in space capsules for long periods of 
time, a super radio antenna for maintaining 
communications with space vehicles, 
Studies on nuclear rocket propulsion, a 
rocket powerplant of 1 million pounds 
thrust, and instrumental probes of the 
area of the moon. Except for three 
satellites now in orbit the program has 
produced much knowledge but little 


hardware. This apparent scientific lag 
appears to worry the experts responsible 


for their development less than it does 
some of the politicians and 
pseudo-scientists, who seem to confuse 
moon rockets and immediate national 
defense. 
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Companies 
that haveshown up Best... 
-those lagging behind 


=Culled from our Studies 
of Key Industries in our 1958 
Mid-Year Dividend Forecast 
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By Noel 


@ The stock market is continuing to extend its 

gains and the demand for prime equities as well 
as the more speculative issues seems insatiable, 
although the times call for caution and it would 
seem advisable for the true investor—as against 
the speculator and day-to-day trader—to assay his 
holdings in view of the new high levels. Many 
tocks now appear to have outrun their intermediate 
term prospects of anticipated increases in earnings 
or the immediate prospects for a more generous 
dividend payout. Many of the companies whose 
ecurities have been most in favor over recent 
weeks have yet to show any great earnings im- 
yrovement and, in many cases, even the resumption 
f dividends on a near term basis seems remote. 
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Hemming 


For instance, Studebaker-Packard in active trading 
has risen from a low this year of 27% to around 10, 
yet the company reported a net loss for the first 
half of more than $13 million! American Motors, 
another speculative favorite, has paid no dividends 
since 1954, nor are any likely to be declared in the 
near future. Earnings of the company, due to its 
success with the Rambler line, have improved sub- 
stantially but foreign competition is increasing and 
both Ford and General Motors have given indication 
of entering the small car field. There are other 
issues which have had a speculative play in this 
current movement, such as Artloom and Babbitt, 
but the individual who is primarily interested in a 
sound investment program should avoid these spe- 
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cial situations, particularly at this time when the 
vulnerability on the downside far outweighs the 
prospects of much further appreciation on a per- 
centage basis. They are not the type of investment 
media in which the more intelligent manager of 
funds would care to risk capital entrusted to him 
and it is for this reason that on balance the moder- 
ate fee charged for investment counsel of the right 
kind is offset many times over by careful planning 
and astute investment. 

As we shall show, there are many better quality 
issues which offer good prospects of appreciation 
because of special circumstances, such as steadily 
rising earnings, improved margins or something 
specific in the way of promising new products or 
more efficient manufacturing processes. 


The Rails 


The rail stocks remain in disfavor although there 
has been a recent flurry in them as car loading 
figures have reflected some general improvement. 
The Eastern roads, with their higher labor ratios 
and comparatively shorter runs, do not show up 
as favorably as the Western carriers and it is only 
in the latter group that we find any rail equities 
that merit investment consideration. Both Southern 
Pacific and Union Pacific have done well this year and 
earnings of both of them could conceivably top the 
figures reported for 1957. Southern Pacific, which 
offers an excellent participation in the expanding 
industrial economy of the Pacific Coast Region, 
earned $3 per share for the 7 months ended July 
31 compared with $2.93 for the same period last 
year. The earnings of Union Pacific have been 
trailing those of a year ago but net earnings for 
the month of July were virtually the same as for 
July 1957 and the closing months of this year are 
expected to be ahead of last year. This road derives 
substantial revenues from its oil, gas and mineral 
operations and its extensive landholdings offer 
interesting long term possibilities. 

Industries which have been depressed for some 
time and which now show initial signs of improve- 
ment, such as building, radio and television, air 
conditioning—even the textiles—offer some good 
investment possibilities, the more so as the securi- 
ties of other groups which have already reported 
better earnings have led this market and, in many 
cases, have already discounted even next year’s 
prospects. 


Construction Industry 


In the building group the proposed merger of 
Johns-Manville with L.O.F Glass Fibres will add an 
important degree of diversification to the former 
company. While much of the application of glass 
fiber is allied to the building field, being used in 
insulation and sound absorption, the product is still 
relatively new and capital and resources of the 
larger company should result in the development of 
new markets for this material. 

An almost similar situation exists with Flintkote, 
where much-needed diversification will be provided 
‘by the projected acquisition of Hankins Container 
as it will enable the company to expand its corru- 
gated box business on a nationwide basis. Aside 
from the impetus which these new additions will 
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give to these two companies, they should also be 
prime beneficiaries of the upturn in residential con- 
struction which is already well under way. It now 
looks as if housing starts this year will be ahead 
of both 1957 and 1956 although it is doubtful that 
1959 will approach the 1.3 million units which were 
put in place in the prosperous year 1955. 

Perhaps no single group of securities proved as 
disappointing to the investing public as did those 
in the air conditioning industry. It seemed, some 
years ago, as if they could not miss: A huge poten- 
tial market was virtually untapped and the need 
for air-conditioning in homes, offices and industrial 
establishments was obvious. Despite this aura, Car- 
rier Corp., the largest independent producer in ‘he 
industry, was severely hurt by the recession and 
directors this year had to reduce the dividend. How- 
ever, profit margins and earnings have taken a 
sharp turn for the better and Carrier once agziin 
appears to be an attractive vehicle for participati n 
in the growth of this dynamic industry. 


The Textiles 


As previously mentioned, the textile industry is 
giving some indications of recovery from a lo.g 
slump but we would await more definite signs }e- 
fore rushing to purchase these volatile issues. 

Perhaps, because it is cursed by the taint of tne 
textile classification, the marked improveme it 
which has been going on in the affairs (and earn- 
ings) of the Celanese Corporation has not drawn te 
attention of many investors. 

Sales for the first half of this year were about 
10‘< ahead of the 1957 period but, more importa t- 
ly, there has been a widening of profit margins in 
recent months. This can be attributed to the fact 
that Celanese is deriving an increasingly greater 
percentage of its volume and profits from its chem- 
ical and plastic operations. Of no immediate signi- 
ficance, but a plus factor for long term considera- 
tion, is the recently announced joint venture with 
Imperial Chemical Industries, Ltd. for Celanese 
and ICI to produce a synthetic textile fibre which 
will be competitive with du Pont’s highly success- 
ful Dacron. The British concern is no newcomer 
to the fibre field and it is one of the world’s largest 
chemical empires. 


The Drug Companies 


In the drug field, we have often witnessed the 
impact that a new product can have on a company s 
earnings, particularly in its early stages. This hap- 
pened with penicillin, chloromycetin and the other 
antibiotics. Merck & Co. has apparently developed 
such a product with its Diuril which was only in- 
troduced at the beginning of this year but has 
already made a substantial contribution to sales 
and earnings. The new diuretic has many uses but 
the most important so far seems to be in the treat- 
ment of high blood pressure and a patient suffering 
from such an ailment would take on the average 
two or three Diuril tablets a day for an extended 
period; thus it can readily be seen why an eventual 
market of several million dollars is anticipated for 
the new product. As Merck’s earnings by the end 
of this year may be running at a $4 a share annua! 
rate and the chemical and drug equities normally 
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command high price-earnings ratios, the stock still 
looks attractive for the long term at present levels. 


Bristol-Myers, which is basically a maker of pro- 
prietary items (Bufferin, Ipana, Vitalis, etc.), is 
expanding into the ethical drug field and has made 
some important discoveries in this area. It has 
established itself strongly in the tetracycline market 
and a new antibiotic, Kantrex, could make a sizable 
dent in the huge market that exists for the broad 
spectrum antibiotics. 
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The Paper Industry 


he strong growth trend which has been charac- 
te istic of the paper industry since the end of World 
War II was interrupted by the business recession 
and by the building of excess productive facilities. 
It may be some time before demand catches up 
with the present productive capacity of the indus- 
try but this seems to be discounted in the present 
prices of most of the paper equities and current 
incoming orders are already having the effect of 
putting more paper making machines back into 
eration. The recovery in recent weeks has been 
qi ite vigorous and it now looks as if total produc- 
tin of paper and paperboard this year will not 
fail short of the 1957 level. West Virginia Pulp and 
Paper should share in this general improvement and, 

addition, earnings from the development with 
Cluett, Peabody of a new stretchable type of paper 
could start flowing next year. This new product is 
particularly adaptable for paper bags, a large mar- 
; 
; 


and one which the company entered into only 

‘ently. As other companies will be licensed to 

make Clupak (the trade name for the new material) 
rovalty income in time could be important. 


Office Equipment Makers 


Only the colossus of the office equipment industry, 
International Business Machines, seems to have been 
naffected by the business recession; the others have 
suffered in varying degree. IBM’s sales and earn- 
igs are running ahead of a year ago and it is 
expected that 1958 will see new record figures. Be- 
cause of its high unit price per share, the stock 
not popular with the individual investor but it 
has well rewarded its holders in the past and prom- 
ses to continue its outstanding growth record, at 
least for the foreseeable future. However, at times, 
the past performance of higher sales and rising 
irnings may not be needed to detect improvement 
a given situation. After all, the printed records 

f the past are for all to see and more often than 
iot, find immediate reflection in the price of the 
stock on the public market place. We must also look 
or less tangible clues. There are subsurface in- 
dications that the turn for the better has come for 
Sperry Rand after a long period of indigestion fol- 
owing the merger of Sperry Corp. and Remington 
Rand, which took place in 1955. Just when the 
period of dislocation that ensued was ending, the 
business slump came along and the company’s prob- 
ems were compounded. Despite these troublesome 
times, the management maintained, and in some 
areas even increased, the research and development 
outlays and this policy is now bearing fruit. The 
backlog of Government orders at the end of June 
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amounted to about $800 million, 85‘: above the 
orders which were on the books on June 30, 1957. 
Furthermore, this year will witness the greatest 
gain in computer installations. Until the signs of 
real improvement are more defined, the stock must 
be considered speculative but it is worth holding 
for its potential in the dynamic fields of military 
electronics, instrumentation and automation. 


Radio And T. V. 


Excessive inventories of television sets which 
have plagued the radio and television companies for 
some time now seem to be liquidated and indications 
are that the coming Christmas buying season will 
be one of the best in many years. Prices have been 
raised to assure more satisfactory margins and a 
repetition of the drastic price wars of former years 
does not appear likely. One reason for this is that 
many of the marginal producers have been forced 
out of business and a better tone is prevailing 
throughout the entire industry. Sylvania Electric, after 
a poor first half, is regaining some of its former 
earning power and results for the second six months 
of the year are expected to be substantially ahead 
of the 67c a share reported for the first half. A 
reflection of the improvement already under way 
was the decision of the directors in August to con- 
tinue the regular 50c quarterly dividends; many 
investment sources had predicted a reduction be- 
cause of the poor earnings of the early months of 
1958. The threat of any dividend cut now appears 
dissipated in the face of the improved situation. 
The greater portion of the company’s research ex- 
penditures in recent vears was allocated to strength- 
en its position in the military equipment field and 
these are now being justified; the company has been 
the recipient this year of several major contracts 
to supply electronic defense systems for the aircraft 
and missile programs. Sylvania has one laboratory 
devoted entirely to the data processing phase of 
BMEWS (Ballistic Missile Early Warning System). 
The future of Sylvania for both its commercial and 
defense products seems brighter than it has been 
for some time and this does not as yet appear to 
be discounted in the current market value of the 
common stock. 


Electrical And Electronic Companies 


The securities of the electrical manufacturers 
are considered cyclical because of the susceptibility 
of their earnings to the ebb and flow of general 
business conditions. Except for the two ieaders, 
General Electric and Westinghouse, these issues 
tend to sell on a relatively low price-earnings basis. 
quite different from the some times astronomical] 
valuations accorded the more glamorous electronic 
issues. For example, Texas Instruments, a relatively 
unseasoned but highly glamorous electronic issue in 
the transistor field is selling at 45, yet it is ex- 
pected to earn only about $1.50 a share this year, 
a 30 times evaluation of earnings! Cutler-Hammer, 
a good quality electrical equity has usually sold at 
less than ten times its earnings. We mention this 
comparison because there have been instances where 
a company has gradually moved out of one classifica- 
tion into (Please turn to page 44) 
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NOTE: Because there are likely to be numerous offerings of rights in the 
months ahead, we present this clear exposition of stock purchase 
rights covering both the advantages and disadvantages of these 
privileges—to give you the basic background we use in 
making our decisions—to enable you to decide whether to exercise 
these rights when offered to you or to sell. 
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STOCK PURCHASE RIGHTS... 
-Privilege or Pitfall? 


By George K. Freeman 


As the stock market moved into new high 

ground recently, P. Lorillard, which has been in 
its own bull market for more than a year, announced 
it would soon offer stockholders the purchase rights 
to a brand-new issue of common shares. Sometime 
in November, Lorillard owners may buy one new 
share for each eight shares presently held—pre- 
sumably, at a tidy discount from the going market 
price. 

The timing of the announcement was significant. 
Stock sales through subscription rights are almost 
exclusively a bull market phenomenon. As such, 
they embrace certain risks to subscribers which are 
not always compensated for in the discount price. 
At the same time, they may afford the opportunity 
to acquire additional shares at exceptionally low 
prices. 

Investors should understand both the risks and 
the rewards, for rights offerings are likely to be 
numerous in the months ahead. Capital needs are 
being appraised in a much more confident light 
now than a few months ago. Money rates are 
stiffening, and the corporate bond market, though 
improving slightly, still is somewhat unsteady. 
Stocks are in overwhelming demand as the last 
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shelter against a seemingly indomitable inflation 
As the market pushes ahead, common stock in 
creasingly gains favor as a corporate financing 
medium. 


Owner Not Compelled To Exercise Rights 


The pre-emptive option to all new issues of stock 
is one of the implied rights a stock buyer receives 
with his ownership certificate. Legal basis for this 
option is the right of the absentee owner to protect 
his equity share against subsequent dilution. Today 
the theory is dated, if not outmoded, insofar as it 
applies to actual corporate control; few share- 
holders in highly capitalized, publicly held corpora- 
tions delude themselves on this score. But as a 
protection of the stockholder’s claim to earnings, 
assets, and dividends, it is a real and valuable 
right. For this reason, most corporations are en- 
joined from issuing new stock without stockholder 
consent. 

However, the recipient of subscription rights need 
not feel compelled to buy the new stock. So long 
as he is adequately compensated for the immediate 
price dilution of his present holdings, he can—and 
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definitely should — appraise 
the new issue on its merits. 
Since the rights themselves 
have a market value exactly 
equal to the decrease in the 
old stock, there is no neces- 
sary advantage in exercising 
rather than selling the rights, 
or vice versa. 

Suppose, for example, that 
PQR Brewing has risen spec- 
tacularly in the past year. 
From a low of $12 in 1949 
and a high of $29 in 1957, the 
stock now has soared to $53 
per Share. PQR decides to 
modernize its facilities, pay 
of some debt, and improve 

undercapitalized _struc- 
re. To raise $8 million, PQR 
sues 200,000 new common 
ares. Stockholders receive 
the right to buy one new 
are for each four now held, 
$43 per share, rights to 
expire on November 1. 

The owner of a round lot of 
PQR receives 100 rights, one 

yr each share now held, with 

market value determined by 
he following formula: 

rice of 1 right 

Market price — Subscription 

price of new stock, divided by 

Number of rights required to 

buy 1 share + 1 
Substituting, ($53 — $43) di- 
vided by (4 + 1) $2.00 per 
right. Until November 1, the 
holder of 100 rights can sell 
them in the market for $200, 
assuming a stationary mar- 
ket. In that case, the price 
of PQR on expiration of the 
rights would be $51 per share, 
lower by the value of one 
right. Thus, the stockholder 
who sells his rights is paid 
for the diluting effect of 
the new stock on his ori- 
ginal holdings. His decision 
whether to sell the rights or 
buy the stock may be made 
wholly on his analysis of the 
future prospects for the stock. 


new 


Arbitraging 


In the open market, of 
course, the prices of the rights 
and the stock will fluctuate, 
and normal trading activity 
will quite often be accelerated 
by arbitraging operations. 
Assuming the stock, x-rights, 
was 53, and the rights were 
$2, a trader could buy 400 
rights for $800. Then he could 
1958 
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Common Stock 


Offering 
Date 


1955 Jan 
Feb 


Mar 


Apr 


Aug 
Sep 
Oct 


Nov 


1956 Jon 


Feb 


Mar 
Apr 


May 
Jun 


Jul 
Jul 
Aug 


1957 Jan 


Feb 
Apr 
Jun 
Jul 
Aug 


Sep 
Dec 


1958 Jan 
Feb 


Jul 


Sep 


# Present price adjusted to basis prior to stock split. 


Last 
Previous 
Issue 


1953 
1954 
1951 


1945 


* No previous issue. 





Since January 1955 


New York Stock Exchange 
Industrial and Rail Shares 








Issuing Company 


Aluminium, Ld. 
Automatic Canteen 
Lehman Corp. 
General Motors 
National Aviation 
National Shares 
National Gypsum 
East. Stainless Steel 
Copper Range 
Garrett Corp. 

Braniff Airways 
Penn-Dixie Cement 
American Mach. & Fdy. 
Goodyear Tire 

Yale & Towne 
Detroit Stee! 
Household Finance 
American Evrop. Sec. 
Western Maryland Ry. 
Industria Elec. de Mex. 
Kayser (Julius) 
General Public Service 
Ovtboard Marine 
Cont. Copper & Steel 
Royal-McBee 

Bangor & Aroostock 
Crucible Steel 

Budd Co. 

Family Finance 
National Aviation 
Monterey Oil 

Adams Express 


Petroleum Corp. of Amer. 


Chain Belt 

National Gypsum 
Yale & Towne 
Sperry-Rand 

Braniff Airways 
North American Avn. 
Poor & Co. 
Johns-Manville 
Bucyrus-Erie 

Libby, McNeill & Libby 
Scovill Mfg. 

Armco Steel 

Cont. Copper & Steel 
Socony Mobil Oil 
Reynolds Metals 
Babcock & Wilcox 
Anaconda Co. 

Acme Steel 

Int. Business Machine 
Outboard Marine . 
Timken Roller Bearing 
Trans-World Air 
Minneapolis-Honeywell 
Lehigh Port. Cement 
Standard Oil (N. J.) 
Royal Dutch ... 
American Eur. Sec. . 
Shell Trans. & Trading 
National Aviation . 
Burroughs Corp. . 
TOXOPOR ..ccccroscccscccessecees 
Canada Dry ..... 


One 
New 
Share 
For 
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Subs- 
cript. 
Price 


$47.60 
17.00 
43.25 
75.00 
30.00 
15.00 
40.00 
21.50 
35.00 
35.00 
12.50 
27.75 
26.75 
50.00 
56.00 
12.00 
24.00 
28.00 
41.00 
8.00 
20.00 
4.38 
37.50 
10.00 
24.50 
40.25 


19.00 
15.00 
30.00 
29.50 
23.25 
15.00 
58.00 
47.00 
24.50 
20.50 
10.00 
38.00 
31.00 
40.00 
42.00 
12.00 
28.50 
56.00 
11.50 
45.50 
42.00 
35.00 
50.00 
29.50 
220.00 
27.00 
40.00 
13.00 
85.00 
28.00 
44.00 
30.00 
26.00 
15.40 
20.00 
27.50 
9.75 
16.00 


Offering Through Subscription Rights 


Market 
Price 
Before Subse- 


Subs. quent Present 


Sale low 
$78 $75 
24 18 
47 40 
105 89 
44 21 
21 14 
51 35 
28 23 
44 16 
43 23 
17 6'2 
37 21 
33 23'2 
62 52 
68 58 
1442 +10 
31 25 
39 33 
55 48 
10 7 
22 10 
52 4 
45 40 
14 8'2 
31 16 
46 26 
56 32 
21 13 
25 22 
42 21 
37 18 
28 20 
22 14 
72 45 
60 35 
34 23 
27 17'2 
13 6'2 
49 21 
38 15! 
56 34 
52 24 
15 7 
36 19 
66 40 
16 8'2 
55 42 
58 32 
44 26 
68 39 
33 20 
340 275 
35 18 
53 30 
15 9 
120 76 
38 27 
52 47\2 
42 37 
36 32'2 
20 17 
28 24 
34 32 
12 iB 
19 18 


Price 


$93 = 
53> 
59 

138+ 
28 
20 


























25 











exercise the rights, sell the stock immediately on 
the market, and realize a $200 profit on his $800 
investment. Through these transactions, obviously, 
the rights would tend to rise and the stock to re- 
treat. Shifting now in favor of the rights, now in 
favor of the stock, the imbalances seek an equi- 
librium but seldom find it. 

Clearly, arbitraging is a tricky art, most suc- 
cessful in the hands of an experienced floor trader. 
For the average investor, uncertain of instantaneous 
order execution, the risks are prohibitive. But every 
investor should understand the potentialities of 
arbitrage, for it often causes stepped-up activity 
in the stock between ex-rights and expiration dates. 
This activity is temporary and should not be misin- 
terpreted as increased investment interest in the 
stock. It is a trader’s game, played with the rights, 
and will end as soon as the rights expire. 

Nevertheless, the value of the rights should never 
be taken lightly. They are compensation due the 
stockholder for an imposition on his equity, and 
they should be either exercised or sold before they 
run out. 


A Check Worth Making 


Also worthy of note is the fact that certain cor- 
porations have been freed of the requirement of 
offering new stock first to existing shareholders. 
The stock contract sometimes contains this pro- 
vision, while in other instances it is a statutory 
exemption. Since some companies are chronic visi- 
tors to the capital market, the stockholder should 
ascertain in advance whether he is to be reimbursed 
for any dilution of his shares. 


Possible Benefits 


Most corporations are happy to grant the right. 
At certain times in the business cycle, common 
stock is the favorite method of financing. To offer 
the stock first to existing shareholders is diplomatic 
and logical; moreover, such sales require no direct 
selling effort and often produce larger returns than 
would an ordinary public offering. 

Since the stock exchanges are secondary markets, 
subscription to a new issue is the nearest thing to 
a direct investment available to most investors. 
While the financial world is not sentimental, many 
investors are—particularly if their stock has risen 
appreciably in the recent past. Under these condi- 
tions, and offered a discount price as a bonus, even 
conservative investors are apt to snap up new stock 
eagerly. 

Some features of the subscription sale are un- 
deniably inviting, especially to a long-time holder 
of the stock. If purchases are made periodically, 
either according to a rigid formula plan or at 
irregular intervals, the discount price is a clear-cut 
windfall. Another gratuity to the investor who 
exercises his rights is the absence of a brokerage 
commission on his purchase. The issuing company 
bears the selling costs. 

Other advantages may be more theoretical. One 
popular notion holds that new stock issues invari- 
ably fall into “strong hands.” The reasoning is that 
owners of small blocks habitually sell their rights, 
out of disinterest, lack of ready capital, or antipathy 
toward the resulting odd lots. Thus, the new stock 
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devolves to institutions and large private investors, 
whose far-sighted investment policy enhances the 
stock’s quality and sustains its market value. 

The theory would be hard to prove. First of all, 
there is no indication that the institutions go out 
of their way to acquire new stock issues. In addi- 
tion, most market professionals deny the ability of 
any stockholder, no matter how affluent or influen- 
tial, to affect a stock’s price trend over an extended 
period. Certainly the gigantic investment trusis 
have shown no consistent mastery over the market's 
vagaries. Nevertheless, the steady acquisition of any 
stock by the trusts is a recommendation which 
weighs heavily in the market decisions of many 
investors. 

These, then, are some possible benefits of the 
stock purchase privilege. What are its possible 
pitfalls? 


Possible Pitfalls 


As mentioned earlier, common stock flotation 
are much more prevalent in the crests of the marke 
cycle than in its troughs. From a practical angl 
this is the corporation’s best time to sell new stock 
The market is receptive, bond yields are high, stoc! 
yields are low, and from a given number of shares 
the company can bring in the most capital—discoun 
price notwithstanding. From a purely economi 
standpoint, on the other hand, the best time to ex 
pand is when prices are low; i.e., when the marke’ 
is on the downside. Needless to say, this is als 
the ideal time for the private investor to purchass 
stock. 

But the inclination for the investor to invest anc 
for the corporation to expand is invariably stronge) 
in a boom than in a recession. This is human nature 
and cannot be gainsaid. However, in a period of 
prosperity, a healthy corporation should be earning 
enough from normal operations to take care of its 
reasonable expansion needs. In most cases, the com- 
panies which offer stock rights are paying out 
moderate dividends, in relation to earnings and 
market price. Why, then, the stockholder might well 
ask, should the company require outside financing? 

Gerald M. Loeb, in his excellent book The Battle 
for Investment Survival, takes this classical view: 
“T reject most companies that cannot show enough 
cash income to care for plant growth, needed ex- 
pansion in working capital, dividends, etc., without 
resort to continual new financing... Such situations 
imply an unprofitable field, poor management, or 
unwise development.” 

If the controlled business cycle has tended to dis- 
parage such classical ideas, it has not disproved 
them. To Mr. Loeb’s implication that a business 
might reasonably be expected to expand with its 
own money, corporate officials can reply that irre- 
pressible inflation makes it unwise to do so. Whether 
inflation is inevitable or not, remains to be seen. 
Regardless of inflation, adversity can still come to 
particular industries and companies. When it does, 
overexpanded facilities and a market glutted with 
stock can only magnify its seriousness. 

The temptation to sell new stock in a rising 
market admittedly is very strong. Officers and di- 
rectors may profit by the market gains of their per- 
sonal holdings, but as a business entity the corpora- 
tion realizes nothing (Please turn to page 49) 





THE MAGAZINE OF WALL STREET 















y ( 
CUSS¢ 
Tech 
refe) 
this 
tillin 
enjo: 
ley, 
Es 
exist 
bond 
ernn 
mad 
labe l 
the j 
Insti 
retro 
that 
vant: 
40° 
years 
of th 
whis 
anot] 


ocr¢ 


ym- 
out 
ind 
vel] 
1g 7 
ttle 
Ww: 
igh 
ex- 
out 
ons 
or 








On September 2, 1958, President Eisenhower 

igned into law the long awaited, much dis- 
cussed, and perhaps little understood “Excise Tax 
Technical Changes Act of 1958”, more commonly 
referred to as the “Forand Bill.” As a result of 
this action, a new picture has emerged in the dis- 
tilling industry and in response, leading shares have 








enjoyed good market performances, notably Schen- 
ley, which has gained aboyt 50%. 

Essentially, the act, applying to both new and 
existing whiskey stocks, has extended the tax-free 
bonding period for whiskey warehoused under gov- 
ernment supervision from eight to twenty years and 
made it legal for distillers to claim age on the 
label. Schenley waged a long, bitter fight against 
the industry (represented by the Distilled Spirits 
Institute), the main bone of contention being the 
retroactive nature of the bill. The industry argued 
that Schenley would gain an unfair competitive ad- 
Vantage since it was believed to have as much as 
40°. of existing bonded stocks due to become eight 
years old in 1958 and 1959. More so than the rest 
of the industry, it had produced great quantities of 
Whiskey at the onset of the Korean War, fearing 
another shortage similar to that of World War II, 
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A New Deal for the Distillers 


by Robert Ringstad 























when a “grain holiday” was declared and all pro- 
duction diverted to industrial uses. 

To more fully comprehend the effects of the new 
legislation, conditions under the old law should be 
examined. 


Forceouts Costly 


Broadly speaking, the product of the distillation 
process is either 190 proof grain neutral spirits 
used to mix with straight whiskies in the popular 
priced “blends” or a lower proof whiskey distilled 
for the purpose of aging. The latter is not particu- 
larly palatable when first distilled and is placed in 
new, charred-oak casks to age, thereby taking on 
more agreeable taste characteristics. Simply defined, 
“proof” is a measure of the alcoholic content by 
volume; the percentage of alcohol being half the 
proof. In order to term his product “straight whis- 
key”, the distiller must age it under bond at least 
two years. The increasingly popular bottled-in-bond 
whiskey is 100 proof and must be at least four years 
old. 

As demand and preference dictate, distillers with- 
draw stocks from bond for consumption and must 
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at that time pay the Federal excise tax of $10.50 
per proof gallon. Under the old law, however, all 
whiskey attaining the age of 96 months in bond 
had to be withdrawn and the tax paid, regardless 
of whether it was sold. The distiller faced with 
this situation, often through his own miscalculation 
of the potential market some eight years earlier, 
was faced with the following unenviable choices: to 
unload in bulk, either to private brands or in his 
own, cheaper brands; to redistill, in which case the 
entire value added was lost; or to export to a 
foreign market largely unreceptive to American 
whiskey. Neither destroying nor placing the whiskey 
in less profitable brands aided margins and it is 
apparent that past earnings must have suffered 
heavily, particularly those of distillers concentra- 
ting on straights and bonded whiskies. In addition, 
carrying costs soared due to interest charges paid 
on the funds necessary to meet the tax liabilities. 


A Change For The Better 


With the above brief background in mind, it 
should be clear that the distillers in varying degree 
have benefitted from the new law. Where formerly 
the shadow of the tax forceout caused the dis- 
tiller to mix older, costlier stocks into his cheaper 
brands ( or somehow to unload his product in a 
highly competitive market), he now can hold these 
stocks until a favorable market exists. In addition, 
with forceout losses eliminated, production costs 
are lowered. To cite an example, Schenley’s 12 year 
old Old Schenley, which may have had a potential 
market of 100,000 cases at $9.95 a fifth, can now 
profitably be sold at $6.50-$7.00 a fifth and could 
have a potential market of a half million cases. 





Consumer Upgrading 


An unmistakeable trend has been in evidence in 
recent years toward straights and bonds, away 
from cheaper blends, which were about the only 
liquors available during World War II, when dis. 
tillers strove to stretch their dwindling stocks, 
Blends accounted for about 70% of total licuor 
sales in 1949, but last year accounted for only 
37.5%, while straights have increased their share 
of the market during the same period from 15.5% 
to over 35%. Even though it is understood that 
American whiskey is at its best at about five years 
of age, the prestige factor attached to older whiskey 
by the public enhances its value to the distiller. ow 
that they are no longer forced to place their jro- 
ducts on the market, distillers’ profit margins should 
improve considerably as they cater to this taste. Not 
only should a more stable price pattern prevail, but 
inventory losses will be a thing of the past. 


Refunds of Taxes Paid 


Another provision of the new law allows claims 
to be made for refund of taxes paid on any distilied 
spirits lost, rendered unmarketable, or condemned 
in areas declared “major disaster areas”, such as in 
the Connecticut floods. The feature has been made 
retroactive to cover such losses back to December 
31, 1954. While no figures have been released, at 
least one major factor in the industry has hin‘ed 
that a substantial refund may be in the offing. 


Industry Conditions 
This is a highly competitive industry, which for 









































Statistical Data on Leading Distillers 
———1956——— ——1957 Ist 6 Months 1958 
Earnings Div. Earnings Div. Div. Price 
Per Per Per Per Net Sales Net Profit Margin Earnings Per Share Per Range Recent Div 
Share Share Share Share 1957 1958 1957 1958 1957 1958 Share* 1957-58 Price Yield 
AMER. DISTILLING ........$3.07 $1.40 $3.44 $1.60 $(n.a.) $(n.a.) (n.a.)% (n.a.)%  $2.463 $2.78% $1.60 36%4-23% 36 4.4% 
“« 
BROWN FORM. DIST. 2.43! 80" 2.03! 80% 97.3! 91.4! 2.6! 2.6! 2.03! 1.87! 80% 2514-13% 23 3.4 
DIST. CORP.-SEAG’MS 2.63 1.70. 2.99 1.70 (n.a.) (n.a.) (n.a.) (n.a.) 2.354 2.284 1.70 3412-238 33 5.1 
NAT. DIST. & CHEM. 2.04 1.00% 2.05 1.006 264.9 238.3 4.5 4.2 1.06 .88 1.00 28) 82-1934 27 3.7 
PUBLICKER INDUS. ........ .005 (7) 4.12 (7) (na.) 30.0 (na) 41.8 .20 4.50 (7) 13% 44 12 — 
SCHENLEY INDUSTRIES.. 1.93° 1.00 2.45> 1.006 360.85 (n.a.) 2.4 (n.a.) 2.00° 2.25° 1.006 39-1658 37 2.7 
WALKER (H.)-G. & W..... 2.432 1.33 2.61> 1.33 (n.a.) (n.a.)  (n.a.) (n.a.) 2.00° 1.90° 1.40 3212-258 31 45 
—% ee eee ee = 
*—Based on latest dividend rate. 1—Years ended April 30. 5—9 months ended May 31. 
d_Deficit. *—Years ended August 31. 6—Plus stock. 
n.a.—Not available. 3—9 months ended June 30. 7—Paid 5% stock. 
4—9 months ended April 30. 
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years has labored under several difficulties. Force- 
outs brought on severe price competition. Distilling 
capacity was built up tremendously during World 
War II and is now thought to be as high as 900,- 
000,000 proof gallons, compared to 1957 apparent 
consumption (the most reliable sales indicator) of 
slightly over 212 million gallons. Excess capacity, 
while necessary for possible wartime demands, is 
hardly a desirable feature when more normal con- 
ditions prevail. 

The importance of bootlegging is not generally 
appreciated. The industry figures that volume 
amounts to as much as one-half of legal sales. The 
pootlegger’s profit margin is the abnormally high 
federal tax of $10.50 per proof gallon plus average 
state taxes of $1.58. It costs less than a dollar to 
procuce raw whiskey, so that it is readily seen 
how the bootlegger is able to generate such volume. 
The distilling industry, which contributes over $3 
billion in Federal taxes, is preparing to make a 
lowering of the tax its next big target. Its argu- 
men! will be a net gain to the government as lower 
prices broaden the market to include a sizeable por- 
tion of the present illegal market with an overall 
gain in tax revenues. The present $10.50 rate ex- 
ten’s to July 1, 1959, and unless extended, will 
then revert to $9.00. 


Diversified Operations 


In the post-World War II period, distillers’ 
profits soared. Many sought to insulate themselves 
against reliance on alcoholic consumption and used 
the funds to diversify. The outstanding success in 
this respect so far has been National Distillers & 
Chemicals which has achieved an important posi- 
tion in the chemical industry and also has interests 
in rare metals and high-energy chemicals. 

Distillers Corp-Seagrams has entered the oil & 
gas business in both the United States and Alaska 
and developement has been rapid. Brown Forman, 
Publicker and Schenley are also engaged in other 
activities. 


Did Recession Hurt? 


Despite the recession, from which the economy 
seems to be emerging, twelve-month consumption 
figures for the period ended June 30 last, reveal 
that total apparent consumption is down only 2% 
from the twelve months ended June 30, 1957. For 
the first six months of this year compared to the 
similar 1957 period, consumption is only off 0.2%, 
This improvement has continued and figures for 
the month of June are 3% ahead of a year ago. 
The traditionally big fourth quarter promises an 
excellent comparison to that of 1957, when the 
recession was at its peak, and distillers should 
generally show favorable earnings. However, each 
should be examined individually in the light of 
these factors and the specific advantages inherent 
in the Forand Bill. 


Big Four Dominates 
The distilling industry is dominated by the so- 
called “Big Four’—Distillers Corp.-Seagrams, Na- 
tional Distillers & Chemical, Schenley Industries, 
and Hiram Walker-Gooderham & Worts. These four 
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accounted for nearly 90% of fiscal 1957 net sales 
(after excise taxes) of about $970 million. While 
equities of other leading members are not to be 
overlooked, the pre-eminence of the “Big Four” 
demands that discussion center on them. 

Schenley Industries: Considering the meteoric mar- 
ket action of Schenley shares since passage and 
signature of the Forand Bill, primary attention 
should perhaps be focused on the company which 
spearheaded the fight for the beneficial legislation. 
It has already been mentioned that this company 
had the most to gain by far, as its position in 
seven and eight year old whiskey is substantial. 
Additionally, estimates place Schenley’s potential 
tax liability under the old law at $450 million by 
the end of 1959 and its inventory loss at over $40 
million. 

Under such conditions as existed, it is easily 
seen why Schenley has long maintained a strong 
cash position and followed a rather conservative 
dividend policy. Net working capital per share 
after deducting all prior obligations is about $37 
a share. Even under the restrictions of the previous 
tax law, Schenley has been able, since 1954, to raise 
earnings per share from $0.87 to $2.45 in fiscal 1957. 
For the year just ended (August 31, 1958), earn- 
ings are believed to have reached $2.90, which in- 
cludes an estimated $0.70-$0.75 per share inven- 
tory loss. With forceout no longer a problem, it is 
not unreasonable to assume earnings of $4 for 
fiscal 1959 and the $2 annual dividend could easily 
be reinstated. 

Schenley is primarily a producer of straights 
and bonds, which account for about 70° of sales. 
Principal brands are I.W. Harper, Old Stag, J. W. 
Dant, Ancient Age, Three Feathers and Schenley 
Reserve. Cresta Blanca and Roma wines make the 
company an important factor in the California wine 
industry and a small degree of diversification has 
been achieved through wholly owned Park & Til- 
ford’s Toiletries Division, Schenlabs, a small phar- 
maceutical house and Radiation Appliances, a scien- 
tific firm specializing in atomic energy and chem- 
ical research. As recently as 1950, Schenley earned 
$8.47 per share and while it appears that the cur- 
rent price largely discounts the 1959 earnings and 
dividend prospects, it is quite possible that this 
aggressive company can take far greater advan- 
tage of its competitive lead in aged whiskies than 
is generally believed. 

National Distillers & Chemical: Formerly known as 
National Distillers Products Corp., the second lar- 
gest factor in the industry changed its corporate 
name last year to recognize the fact that chemical 
earnings had risen in 1957 to 38° of the total, and 
could reach 50% by 1960. This places National in 
an entirely different light from the other members 
of the industry, since chemical operations can un- 
doubtedly be classified in the growth category. This 
somewhat dramatic change has been achieved under 
the direction of Mr. John E. Bierwirth, a former 
bank president and long-time National director, 
who took over as President in 1949 and is now 
Chairman. 

Chemical activities are broadly divided into petro- 
chemicals, heavy chemicals and special metals. In 
terms of profits, the leading products are high-pres- 
sure polyethylene, industrial alcohol, liquefied petro- 
leum gases and metallic (Please turn to page 46) 
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Outlook for... FINANCE COMPANIES 
—Under broadening scope of operations 


By Earl J. 


THE FINANCE industry, having caught a few 
short breaths in the recent recession, is getting 
ready to push ahead to higher earnings levels. 

Sluggish demand for consumer durable goods 
toward the end of 1957, accompanied by a rise in 
unemployment, dropped the level of consumer ex- 
penditures to $36.3 billion in the first quarter of 
1958, the lowest since late 1954. And though the 
backlog of receivables was high, the finance com- 
panies were to some degree affected. 

An upturn is now apparently underway. House- 
hold applicances, one of the first industries hit by 
the recession, are now being sold in better-than- 
seasonal volume. Home freezers, refrigerators, 
washers, driers, and similar appliances have been 
in better demand since June. The buyers’ strike 
that helped cause the worst of the recession, now 
appears to be lightening. 

What is more, it is anticipated that 1959 auto- 
mobile models will experience some recovery from 
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the rather dismal 1958 level, as pent up demand 
comes into the market. However, there is no cause 
for unqualified optimism. Expected sales to paid-up 
1955 car buyers, who are now free of debt, are 
problematical, because some may not want to jump 
right back into debt again. Besides, higher prices, 
already announced for certain models, may be more 
widespread as car makers pass along wage increases. 
Still, some upturn appears assured. With the Ford 
wage contract out of the way, the two other Big 
Three companies probably will be able to settle 
current wage negotiations amicably, eliminating the 
fear of a prolonged and catastrophic strike. 


The finance industry is dependent upon the auto 
industry to a large extent. In fact, it has been said 
that these companies grew up with the automobile. 
Automobile loans account for most of sales finance 


company activities. About 30° of all consumer 
credit outstanding is represented by automobile 
paper. 
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The Stability of the Industry 


In spite of the down turn in the economy, the 
sales finance, small loan, accounts receivable and 
factoring firms have only had to take a short 
breather. They have not been badly hurt for a 
variety of reasons. 

For one thing, their major cost item is interest. 
When demand for loans is up, profits rise to more 
than adequately take care of higher interest costs 
to the company. On the other hand, when business 
loans are down, interest rates tend to fall so that 
the cost of doing business diminishes too. The sales 
finance companies, that concentrate their borrow- 
ings in short term maturities, are in a special posi 
tion to gain from a low interest cycle. 

Tien, companies usually build up huge backlogs 
of receivables during prosperous years, and these 
take time to run off. If a recession is of short 
duration, this backlog masks the difficulties of 
acquiring new business. 

Moreover, finance companies are generally well- 
diversified. Some are engaged in manufacturing 
and food processing fields. Many have their own 
insurance subsidiaries to write the insurance by- 
products of financing operations. Liability and 
physical damage policies are written on autos being 
financed, while credit life, and health and accident 
insurance are sold to the purchasers. The small 
loan companies, not having gone in for insurance 
subsidiaries in a big way as yet, are nevertheless 
expected to get aboard this bandwagon before very 
lone. Insurance is a natural adjunct to their 
business. 


nother important reason why finance company 


stocks are favorites with investors, is the fact they 
tend to be resistant to market reactions. These 
issues continue to attract defensive-minded inves- 
tors at the first signs that cyclical stocks are over- 
valued. Even though the finance companies were 
affected somewhat by adverse business conditions, 
long term investment positions in their stocks re- 
mained relatively undisturbed. 
C. |. T. Financial Corp. 

Arthur O. Dietz, the president of C. I. T. Finan- 
cial, believes average new car sales will reach 7! 
million per year by 1968, a level which would 
augment his company’s installment finance opera- 
tions immensely. Mr. Dietz is optimistic, and confi- 
dent of an increase in 1959 auto sales. Many people, 
he believes, purposely put off the purchase of 1958 
cars because of recession psychology, but now that 
the upturn appears to be underway, they will be 
in the market for new cars. 

Early introduction of 1959 models and the “hard 
sell” merchandising efforts of the auto industry 
should help create more active buying demand. 
Added to this, Mr. Dietz has noted the continued 
growth of the suburbs and consequent need for 
transportation, as well as the high current rate of 
auto scrappage, as further stimulants. 

C. I. T., like many of its competitors with a large 
percentage of sales finance business, has been de- 
pendent upon the auto industry to a considerable 
degree. If auto sales increase as expected, these 
companies will be aided materially. 

C. I. T., as in the case of other finance companies, 
is broadening operations so as to expand the volume 
of future earnings. The company recently acquired 
Picker X-Ray Corp. (exchange of stock basis) and 
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Earnings Div. Earnings 

Per Per Per 

| Share Share Share 
American Investment Co. (I'!.) $1.29 $1.00 $1.49 

| Associates Investment Co. 5.93 2.40 6.11 

| eneficial Finance Co. 1.76 1.00 1.91 
C. I. T. Financial Corp 4.12 2.40 4.27 
Commercia) Credit Co. 5.28 2.80 5.33 
Family Finance Corp. 2.22! 1.50 2.39! 
General Acceptance Corp 1.45 1.00 1.48 
General Contract Corp. 1.55 401 1.17 
General Finance Corn. 2.04 .80 2.31 
Helier (Walter E.) & Co. 2.23 1.10 2.24 
Household Finance Corp 2.70 1.201 2.88 
Pacific Finance Corp. (Calif.) 4.28 2.00 4.84 
Seaboard Finance Co. 1.36" .97'2 1.412 
Talcott (James), Inc. ............00.... 2.19 1.204 2.61 


*—Based on latest dividend rate. 1—Years ended June 30. 


Statistical Data cn Leading Finance Companies 
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*—Years ended Sept. 30. 
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————1958———— 
Ist 6 

Div. Months Dv 

Per Earnincs Per Pries Rav ye Recent Div 
Share Per Shave Share* 1957-58 Price Yie'd 
$1.00 $ .62 $1.00 21'2-15'8 19 5.2% 
2.60 2.78 2.60 86'2-63'4 82 3.1 
1.004 1.cO 1.00 2558-1638 23 4.3 
2.40 2.13 2.40 5858-3958 53 4.5 
2.80 2.64 2.80 64! 41-4234 59 4.7 
1.52'2 2.22 1.60 31 -22's 28 5.6 
1.00 40 1.00 1654-1358 16 6.2 

40! 65 60! 16'2- 958 16 3.7 

.90 1.11 1.00 2758-1534 27 3.7 
1.15 1.12 1.20 2734-15'2 26 4.6 
1.20 1.49 1.20 39'2-25 37 3.2 
2.30 1.48 2.40 57 ~23'2 56 4.2 
1.00 1.12% 1.00 22'2-15'4 22 4.5 
1.20 1.28 1.20 2558-18" 25 4.8 

3—9 mo~ths ended June 30. 
1—Plus stock. 
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the North American Accident Insurance Company 
of Chicago ($1414 million in cash). C. I. T. already 
has profitable life, fire and casualty insurance sub- 
sidiaries. One of them, Patriot Life, specializing in 
the sale of policies on the life of borrowers, is earn- 
ing exceptional profits. The Car Warranty Corp., 
engaged in the inspection and approval of used auto- 
mobiles, certifies the condition of spare parts and 
agrees to reimburse the car owner for the cost of 
repairs or replacements for one year. A fee is 
charged for this service which some day bids fair 
to be a big money maker. 

Even in its factoring operation, C. I. T. Finan- 
cial has diversified as to the number of industries 
covered. In addition to the cyclical textile field, the 
company factors shoe manufacturers, furniture 
makers and other industries. Moreover, the firm 
has a 40% interest in an organization co-sponsored 
with Rockefeller interests, the General Tire and 
Rubber Co. and the Chesapeake and Ohio Railroad, 
offering medium term loans in Central and South 
America. 

C. I. T.’s net income for the first 6 months of 
this year was $2.13 per share, compared with $2.10 
in 1957. Management expects ’58 earnings to ap- 
proximate last year’s $4.27 per share, despite the 
auto sales setback. 


Commercial Credit Company 


Headquartered in Baltimore, Maryland, with 
more than 400 offices in this country and Canada, 
Commercial Credit is the second largest independent 
finance company in the installment field. 

In 1957, financing operations produced 59% of 
the company’s total earnings. Most of this business 
comes from the retail financing of Chrysler and 
Ford automobiles. Some business is also done in 
financing household appliances and industrial equip- 
ment. Insurance subsidiaries, writing auto physical 
damage, health and credit insurance and credit life, 
represented 25% of earnings. Other activities, in- 
cluding the manufacture of pipe fittings, valves, 
roller bearings, heavy equipment and toy specialties, 
as well as printing and processing of pork products, 
accounted for the other 16°. In 1957, Commercial 
Credit acquired the Auto Fleet Leasing Corp., which 
leases autos, trucks and other vehicles. This ac- 
quisition should eventually have a favorable impact 
on earnings. 

Up to now, Commercial Credit has been predomi- 
nantly in the automobile financing field, and subject 
to the vagaries of that business. The poor auto year 
in 1958 has had some adverse affect on the company. 
However, due to the diversified nature of operations, 
this affect was kept at a minimum. The reduction 
in automobile volume was offset by increased farm 
equipment financing and fleet leasing, and direct 
loan and insurance operations. In fact, total re- 
ceivables were only off a shade more than 1%. 

Earnings of Commercial Credit, for the first 6 
months of 1958, were $2.64 a share, against $2.65 
a year previous. The stock has strong income appeal 
and promises eventual capital appreciation. 

Pacific Finance Corp. 

Pacific Finance, the fourth largest independent 
auto finance company, has performed very well thus 
far in ’58, despite the downturn in auto sales. The 


company’s record backlog of receivables has brought 
it through the worst of the recession to date. 








Approximately two-thirds of its financing is jp 
automobiles. Ford and General Motors are the two 
major makes financed, followed by Chrysler. About 
one-third is in personal and miscellaneous receiy. 
ables. Since personal loans are relatively less subject 
to cyclical swings than other finance operations, 
1958 was far from a poor year for the company. 
Moreover, Pacific Finance has insurance subsiia- 
ries in the multiple line and life fields, that ‘end 
earnings stability. 

Earnings reached $2.41 per common share, for 
the 6 months ended June 30th, compared to $2.33 
a year ago. It is estimated this year’s earnings 
should approximate the $4.84 per share reported 
for 1957. 

Pacific Finance is one of the better-situated com- 
panies for income and capital growth. The com. 
mon is attractive for the long pull. 


James Talcott, Inc. 


James Talcott, Inc. has also embarked on a di- 
versification program to help further expand its 
wide role in the financing and factoring field. It is 
increasing its commercial financing activities to 
serve a growing cross-section of industry. 

It recently acquired Credit-America, a specia ist 
in the financing of heavy construction equipm: nt 
and similar income-producing machinery, curren’ ly 
with over 12 million in receivables. 

Talcott, via internal expansion and acquisiticns 
is approaching the $100 million mark in rece v- 
ables, a figure nearly double that of only 4 ye: rs 
ago. The company is still relatively small in its 
field and capable of further growth. In addition to 
factoring and equipment loans, it rediscounts paper 
and finances accounts receivables. About 70% of ts 
volume is commercial financing and only 30° fae- 
toring, the latter concentrated in the textile fie'd. 

Talcott has been doing a commendable job of risk 
selection. Losses averaged only 0.1% of receivables 
over the last 10 years. Reserves for bad debts are 
ample. Earnings for the year 1958 may exceed 
slightly the $2.61 per share reported for 1957. 

With a relatively small amount of common stock 
outstanding (706,966 shares), the stock has appeal 
for capital gains, as well as income. 


Household Finance Corp. 


Although gross income was up almost 2% in the 
first 6 months of 1958, earnings were off about 3‘ 
With the opening of 34 new offices during this 
period, operating expenses rose, while interest costs, 
general expenses and bad debt write-offs were also 
higher. Earnings per share declined to $1.40, from 
$1.43 in the initial half of last year. 

Nevertheless, the stocks appears attractive for 
secure, modest income and gradual price apprecia- 


















tion. The annual dividend is $1.20 per share in| 
cash. Also 5% in stock was paid in December 1956 | 


and 1957. 
The oldest and largest company in the small loan 


field, Household continues to expand its American | 


branch system. Because of Canadian restrictions on 
loan size, the company is opening a nominal number 
of new offices in that country, where about one- 
fourth of its business is done. The company has 
not been content to expand from within its or- 
ganization alone. Recently, a small American loan 
company was picked up. (Please turn to page 50) 
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[In these days of advancing prices for most lead- 

ing equities, analysts are continually reviewing 
all groups of stocks . . . indeed, combing the list in 
their efforts to find issues that appear to be under- 
valued, on one basis or another, The fact that a 
number of well known and widely held equities are 
selling at a discount from their net quick asset value 
per share has not been overlooked. 

“Selling at a discount” is a phrase that may carry 
appeal to the average buyer of merchandise in every- 
day use. However, the experienced investor should 
examine with particular care any issue that appears 
to be priced at a “discount”. 

The relationship between net quick assets per share 
and the price of a stock is only one factor in ap- 
praising investment values. There are many other 
elements that should be given proper weight—the 
position of a company in relation to other companies 
in its industry, for example. In the accompanying 
table you will note a number of equities selling be- 
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The Fallacy of Buying Stocks 
on Asset Value Alone 


By John Kennedy 
































low net working capital per share, after deducting 
senior securities outstanding. Thus, it would appear 
that the stocks are selling at price levels without 
regard for the company’s fixed assets, including 
plant and equipment. 


Not Necessarily Bargains 


However, a careful investor realizes that when a 
stock is selling below net quick asset value, it does 
not necessarily follow that the market is giving 
“something” away. 

Thus, when an issue can be bought below its net 
working capital value per share, there is usually a 
good reason, and the situation calls for a careful 
appraisal on the basis of various accepted and real- 
istic yardsticks. 

In approaching the problem, it is necessary to 
break down net quick assets to show the extent of 
cash and equivalent, receivables and inventories, 
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(which of course must be disposed of in order to 
become a really quick asset) and in evaluating the 
proportion of cash one must take into consideration 
the integral needs of the company as a going con- 
cern, to determine whether a company is excessively 
liquid or actually needs additional funds, for there 
is a wide difference in working capital requirements 
by various industries. 

Take merchandising, for example, which needs 
heavy cash balances to finance huge inventories, 
that must be turned over quickly to produce earn- 
ings and profits. Liquor companies must maintain 
substantial stocks of aging liquors, so a high in- 
ventory position is to be expected in keeping with 
the nature of this business. In heavy machinery and 
rail equipment, most of the inventories consist of 
work-in-process or the raw materials to make it, 
all of which require considerable capital, so that 
the best gauge to the progress of these companies 
are backlogs and new orders rather than cash — 
to cite a few of the varying conditions that surround 
companies in a variety of industries. 

In evaluating the companies selling below net 
quick asset value, it is well to remember that rela- 
tively few established industrial enterprises ever 
reach a liquidation stage. It has happened in the 
past where large cash assets have been available, 
that companies have carried on at a greatly dimin- 
ished rate over a period of years. Packard is an 
interesting example of a company having a huge 
capital reserve, which after many years of effort 
to make a place for itself, finally merged with 
Studebaker and is now discontinuing its famous 
Packard car. 

On the other hand—sometimes a change of man- 
agement has produced a remarkable comeback. Take 
the recent examples of Philip Morris, where ingen- 
uity of new management has revitalized the com- 
pany in an amazingly short time. 


Inventory Importance 


Again, in appraising net quick assets of any com- 
pany, it is necessary to note the proportion of work- 
ing capital represented by inventories, and particu- 
larly whether raw materials or other inventories 
represent stable values or are subject to sharp price 
fluctuations. In this connection, many leading com- 
panies follow conservative accounting methods that 
usually result in pricing inventories below market 
values. However, as cash and receivables can be 
accepted at stated values in nearly all instances, it 
is obvious that inventory, often the largest item in 
working capital, should be scrutinized carefully. 


Unearned Dividends 


Finally, it is desirable to examine the company’s 
dividend record, to see if unearned dividends have 
been paid out of working capital in the past. Ob- 
viously, a well-managed company will not pay divi- 
dends for any length of time unless warranted by 
current earning power or near-term prospects, as 
this would be a return of capital or process of self- 
liquidation. Nevertheless, unearned dividends are 
paid temporarily, and sometimes prospects of better 
earnings do not materialize. 

What is more likely is that under today’s condi- 
tions surplus working capital will be used to 
strengthen a company through diversification, mer- 
ger or both. 
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In discussing leading equities selling below their 
net quick asset values, an outstanding example is 
Montgomery Ward. Few major corporations present 
such an interesting study of what large net quick as- 
sets per share may or may not mean to shareholders 
The background is well worth reviewing briefly 
beginning with the post-war years. 

The company used the 1947-57 decade to accu- 
mulate cash. In this period its net working capital 
increased by about 60%. Not far from one-half of 
the increase was in cash and government securities 
Inventories actually declined during this period 
However, the postwar depression, anticipated by 
the former management did not occur. Thus, the 
over-conservative policy followed, served to restrict 
the company’s expansion and to build up working 
capital. However, the new management has initi- 
ated a substantial expansion and modernizationy 
program. i 

Nevertheless, the cash resources piled up by thef 
company have not as yet proved to be of tangiblef 
benefit to stockholders from a near-term point off 
view. The question arises as to how much of thef 
real purchasing power of the company’s cash has 
been eroded by inflation over the past decade, ané 
even more pertinent, how long it will take to ref 
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Stocks Selling Clos 
Cash & 
Market- 
Net ab'e = Inver 
Working Securities tories 
Cap. Per As % of As % of 
Share Current Current 

After Prior Assets Assets Recul 

Oblig. (*) (*) (*) Prict 
III ccnissccnsntiseonsatsnsinondouasnene $28.80 16.4 54.4 $ i 
I cl cnn aces 19.32 12.3 62.1 ! 
I I ise ensuictnadescanpnineeaiin 21.35 7.5 36.4 ? 
Bs SII i scacteusicehicunaibenesesaine 15.65 6.6 61.9 
Baldwin-Luna-Hami.ton ................. 16.61 6.3 55.0 1 
ERASE Sareea 21.86 4.4 80.1 4 
Belding Heminway ........... ............. 13.11 4.3 63.2 I" 
I ccc 19.08 39.8 37.6 x 
aa nace a 20.90 15.0 56.2 ? 
RE er 12.62 7.4 28.7 " 
Collins & Aikman ...... 20.31 29.2 44.7 ne 
Cobsmmiticn Pheteres .......0cccccsccceccsece. 21.11 30.4 68.6 | 
Comptometer Corp. . 7.34 10.1 64.3 | 
Continental Moters 9.06 23.4 47.5 i 
a 41.06 12.1 57.9 i 
Elastic Stop Nut ........ 15.56 10.7 65.1 y 
Elgin National Watch 12.24 11.8 52.8 
I III iki nsnnscaituineidilnamtadinions 9.15 72 50.3 
Endicott Johnson ........... 37.98 5.1 67.8 
Fenestra, Inc. .... 20.20 10.5 41.1 | 
Gamewell Co. ...... 28.24 14.4 54.0 i 
I TRIER sscecccscceseseni 30.07 26.0 50.7 t 
Grayson-Robinson Stores 11.60 12.0 46.4 
Hamilton Watch . allan 25.84 15.8 58.3 
Hart, Schaffner & Merx ... 42.23 8.5 61.0 
Hat Corp. of America ........... 7.01 22.4 39.8 
Herclues Motors ................ 22.83 25.3 47.2 
Holland Furnace .............. 14.81 15.8 37.9 
Industrial Rayon 20.96 46.3 40.3 
Internationa! Mining 23.12 6.4 35.8 
*—Based on latest balance sheets. 
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j Clox® Net Liquid Asset Value 
Cash & 
Market- 
“~ Net abe Inven- 
ries Working Securities tories 
% of Cap. Per As % of As % of 
rent Share Current Current 
sets Reced After Prior Assets Assets Recent 
*) —_ Oblig. (*) (*) (*) Price 
4.4 SVE interrational Packers $9.94 317 286 $9 
2.1 Intervational Silver 48.58 23.0 53.4 37 
6.4 2 Inter tate Dept. Stores 27.13 10.3 59.0 28 
1.9 “flee tubber & Tire 23.01 29.0 43.0 22 
5.0 "f= Manhattan Shirt 23.31 5.2 66.9 15 
D.1 th = McQuay-Norris Mfg. 19.64 14.7 65.9 18 
3.2 "}  Mergenthaler Linotype 43.51 13.1 48.3 43 
76 %f  Minneapolis-Moline 20.06 57 52.0 16 
9.2 2 Montgomery Ward 44.30 22.1 33.7 38 
3.7 "fF Murray Corp. of Amer. 29.53 408 39.0 29 
4.7 NE ON. Y Air Brake 19.01 28.6 42.3 20 
3.6 | Oliver Corp. . 19.41 66 69.1 12 
1.3 1 Pacific Amer. Fisheries 12.45 11.2 564 WW 
.5 Publi ker Industries 17.79 14.1 66.9 12 
9 UE pullman, Ine. 56.11 37.1 26.6 58 
1 Reev-s Brothers 7.85 83 73.6 9 
.8 Relicble Stores 21.39 3.6 25.7 16 
3 Relionce Mfg. 17.56 168 52.5 18 
8 Roper (Geo. D.) Corp 18.75 9.0 54.7 16 
1 Savege Arms 15.01 6.6 73.0 14 
.0 } Schenley Industries 37.06 3.7 62.1 38 
7 Seagrave Corp. 12.72 9.8 57.0 13 
4 di iaisnidncniiteah 15.72 6.5 23.0 13 
.3 Underwood Corp. 18.01 6.2 58.5 19 
0 Union Asbestos & Rubber 9.8) 28.4 47.9 9 
.8 Universal Pictures 21.44 13.5 75.2 19 
2 Western Auto Supply 15.35 14.6 50.6 18 
9 White Motors . 59.64 13.9 54.8 52 
.3 Wycndotte Worsted 9.83 17.3 42.0 ~ 
8 L Young Spring & Wire 35.13 14.2 46.2 34 
*—Based on latest balance sheets. 
theith} capture its former competitive position. 
ple is After deducting the Class A stock at $100 per 
esenlf, share, the net working capital of Montgomery Ward 
ck asf is equivalent to a little over $44 per share of com- 
Iders—) mon, while the stock is currently selling at about 38. 
‘iefly We turn next to Pullman Inc. The stock now sells 
at about 58, compared with a net quick asset value 
accu) approximating $56 per share. It may be noted that 
apitay) the sole capitalization consists of common stock, and 
alf off} that cash items alone are equivalent to over $27 
"101€8) per share. During the past decade, the stock has 
eriod} often sold below its net working capital value. The 
d by} reason for this has been primarily the absence of 
, the) adequate earning power in relation to assets (in- 
strict} cluding working capital), due in great part to the 
rking) competitive and cyclical character of the business. 
Init In 1947, Pullman sold its sleeping car opera- 
ation} tions to the railroads, and has since then been 
engaged in railroad car building and other heavy 
y the | industry activities. Working capital requirements in 
gible | these activities are large and inventories are rela- 
nt OF tively slow moving. The company’s record shows 
f the wide fluctuations in earnings, due in great part to 
1 has the long intervals of time that elapse between size- 
» an able orders for new equipment from the railroads 
oO ref and the competitive nature of the industry. In fact, 
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the railroads themselves build a good proportion of 
their own freight car requirements. 

The company has an unusually good dividend 
record, due to a considerable extent to its strong 
working capital position. 

Another issue, selling below its net quick asset 
value for some years, International Silver. The 
company is the leader in the silverware business. 
However, buying the stock solely because of this 
wide discount would have proved to be a mistake 
in recent years. 

Underlying this equity’s unhappy performance 
in recent years has been technological competition 
experienced by the company. Stainless steel, both 
domestic and imported, has made major gains in 
flat tableware, traditionally made of silver and long 
International’s principal market. 

International has tried to develop other business, 
and still is doing so. One venture in the production 
of jet engine blades proved unprofitable and has 
been abandoned. This is a situation where a com- 
pany’s excess working capital resources are being 
used to diversify operations. 

Bulova Watch and Hamilton Watch, both leaders 
in their field for many years, are selling close to 
or below their net quick asset values per share. 
The main reason is the steady decline in earnings 
these companies have experienced in recent years, 
under the impact of Swiss competition in the watch 
field. Both companies have sought to diversify 
operations into affiliated lines, such as electronics, 
precision instruments and defense items, represent- 
ing activities well suited to their technical skill. 
However, neither company appears to have made 
any moves that are important as yet in relieving 
the pressure on their earnings from the competition 
in watches. In both instances, large net working 
capital is being utilized to develop new types of 
business. 

Endicott Johnson is another example of a_ stock 
selling below its net working capital value. It is 
a leader in its industry. However, the shoe manu- 
facturing business requires relatively large inven- 
tories. As of May 31, 1958, the company’s inven- 
tories were over $52 million, or more than the 
approximate $44 million of net working capital. 
In this case, the entire value per share of the net 
quick assets can be viewed as represented by inven- 
tories, more or less subject to price fluctuations. 

Schenley Industries is currently selling at close to 
the value of its net working capital, amounting to 
$292 million at the end of the 1957 fiscal year, with 
inventories of about $210 million. However, most 
of the inventory is represented by bonded liquor 
and there has been a favorable tax ruling on such 
liquor recently. The company is discussed in this 
issue of our Magazine in the article on the dis- 
tilling industry. 


is 


In Conclusion 


As can be seen from the table herewith, most of 
these companies are in depressed industries, have 
not kept up with the competitive race, or are being 
seriously affected by competition at home and 
abroad. It is therefore apparent that one must wait 
for a change in their fortunes, with special attention 
to future sales and earnings reports—and to favor- 
able developments within the company and industry. 
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Toppy 


On the basis of recent action, 
these stocks, among others, look 
“toppy” and hence would seem 
better suited for some profit tak- 
ing than for new buying: Amer- 
ican Motors, Boeing, Eastern Air 
Lines, Goodyear Tire, Hallibur- 
ton, Lockheed, Lehigh Portland 
Cement, Kennecott Copper, Min- 
nesota Mining & Mfg., Monsanto 
Chemical, Timken and U, 8. Gyp- 
sum, 


Air Lines 


The fanfare about the near 
start of jet-transport service by 
Pan American World Airways 
has given a lift to the stock; and 
there have been milder stirrings 
in the shares of American Air- 
lines, which expects to start jet 
service in January. People who 
buy stocks on this kind of “glam- 
our news’, without reference to 
earnings, are naive. The fact is 
that the industry is caught in a 
serious and continuing squeeze 
between rising costs and the ceil- 
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ing on passenger fares maintain- 
ed by Federal! regulation. If there 
is another moderate fare boost 
before long, on top of the 6.6% 
hike granted last February, it will 
again provide inadequate and 
temporary relief. Jet service will 
add to over-all operating costs for 
at least a year or two, and depre- 
ciation charges will rise sharply 
and stay high for an extended 
time. An excess in total passen- 
ger-seat capacity is indicated over 
at least the next several years. 
The possible long-range benefits 
of jet transport are too far ahead 

















INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1958 1957 
Corn Products Refining se Quar. June 30 $ .54 $ .47 
Federated Dept. Stores .............cccccccccsseeseeneee 13 weeks Aug. 2 49 36 
IE IIIS si ccnscscaiasicunccnstisianestinnensatoussdsies Year July 31 2.12 1.51 
RI I os acnetecienmnientl 6 mos. June 30 .60 37 
RE WII srssniicanndiasibnenpiitssnnnniendabamaeiinnd 12 weeks July 19 72 .67 
Pet Miik Co. ......... sossseeeeee Quer, June 30 2.23 1.17 
U. S. Piywood ....... eee ceneceaneaal Quar. July 31 81 71 
SN MII MIT. ssccaciccudssnteionemnnennibccuduasii’ 12 mos. July 31 1.99 1.75 
INET NII, TR MIND, | constninstsiataceinnnantoacmcnial 12 mos. June 30 2.01 1.94 
BN UE IDG: icieionsssaenceacnsncusiastenestaedacstaite 28 weeks July 12 2.60 2.30 
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to be figured with any degree of 


in air line stocks for the “long 
pull.” 
Aluminum 

The aluminum industry had a 
spectacular postwar growth in 
volume and earnings — until 
checked by over-capacity and 


much keener competition in 1957. 
In six years through 1956, share 
profit of Aluminium, Ltd., rose 
about 539%, that of Aluminum 





certainty, We do not share the 
lingering speculative confidenc 
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Company of America, 87%, that 
of Reynolds Metals, since it had 
started from scratch and was on 
a low base, 182%. The market re- 
covery in aluminum stocks has 
been sharply extended in recent 
weeks. These issues are very high 
on 1958 earnings, and probably 
amply priced on growth poten- 
tial. for three to five years ahead. 
It is true that usage of aluminum 
is i: a well-defined upward trend, 
anc that it will be extended. It 
does not follow that the rate of 
growth seen in recent years will 
be n antained. Moreover, domestic 
over capacity and increasing fore- 
ign supplies — including the Rus- 
sian surplus for export — must 
be reckoned with. It is unrealistic 
to count on future profit growth 
at pace anywhere near that 


heretofore cited for the years 
195 \-1956. The pace could well be 
half as much or even less. Of 
course, in the kind of market we 
now have, it is by no means im- 
possible for the stocks to go still 
higher. The fact remains that 
they are richly priced and not 


good values. 


Stock Groups 


At this time, the market’s ef- 
forts to extend the advance have 
become laborious and there is 
more churning around. Stock 
groups currently faring better 
than the general list are princi- 
pally air lines, aluminum, auto- 
mobiles, auto parts, finance com- 
panies, drugs, food stores, ma- 
chinery, paper, publishing, rail- 
roads, shipbuilding, steels and 
textiles. Those performing worse 
than the market at the moment 
include: aircraft, building mate- 
rials, chemicals, coal, coppers, 


most of the food groups, metal 
fabricating, mail order, movies, 
office equipment, oils and tires. 








DECREASES SHOWN IN RECENT EARNINGS REPORTS 

1958 1957 
international Harvestor ......................c0s0se00+ Quar. July 31 $ .62 $ .75 
Amer. Bosch Arma Corp. ..............cccceeeeeeeeee 6 mos. June 30 85 1.56 
I i sah oneeininsinioreoninignaiine Quar. July 31 17 34 
BS Ge TE, TIED cceccncccecccceccsnecsnccoveenes 6 mos. June 30 1.47 2.33 
Lowenstein (M.) & SOMS ...........ccccccccscesesseeeees Quar. June 30 .10 29 
RINE. SUING. ns: chicasaistdeteisssissiibassintaiaal 6 mos. June 30 1.34 2.63 
Delaware & Hudson Co ooi...ccccccccccsseeseeseeee 7 mos. July 31 1S 2.51 
PaRRR Ce. <.cccscevesccess inaeiincieeiiietdianiaiaiceiieanni 6 mos. June 30 1.45 3.78 
Pan Amer. World Airways. ...............000000+ Quar. June 30 28 49 
RUIN IRIE UIIIIIL... scestisssssannensesicipeemnncngnsionatetions Quar. June 30 13 35 

ail 
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Indicative of excessive specula- 
tive tendencies, the “cat and dog” 
section of the list is, on an over- 
all basis, far outrunning the mar- 
ket; and conservative income 
stocks are doing little more than 
holding an even keel. 


Inflation Hedges 


Why are so many people hold- 
ing or buying stocks at high 
prices? “Inflation psychology,” 
say the brokers. But when supply- 
demand factors are weighed, 
there is little or no risk of a gen- 
eral rise in prices (depreciation 
of the dollar) over the medium 
term. Presumably, then, it is 
“long-pull” inflation — five years, 
ten years, a generation — that 
investors are thinking of. What 
stocks offer real promise as long- 
pull inflation hedges? The answer 
is simple. Only stocks for which 
a cumulative long-pull rise in 
earnings and dividends — with- 
out which any advance in market 
prices figures to be temporary — 
seems likely, despite interim re- 
versal. That has always been the 
objective and motivation of ge- 
nuine long-pull investment, re- 
gardless of the existing and pos- 
sible future value of the dollar. 
And it was always so, and still is, 
that imprudent stock buying at 
too high prices is bad policy, with 
or without a stable dollar. Why is 
there no rush to buy such tradi- 
tional inflation hedges as oil and 
copper stocks? Answer: oversup- 
ply of oil and copper, and limited 
earnings potentials for at least 
some time to come. Why are in- 
telligent investors holding or buy- 
ing utility stocks in the face of 
the presumed Inflation threat? 
Answer: because most utilities 
have proved to be adequate — and 
some excellent — “inflation hed- 
ges’’, even though not regarded as 
such, as a result of sustained 























growth of earnings and divi- 


dends, 


Coppers 


Speaking of coppers, these are 
“round-trip” stocks. They travel 
a great distance up and down hill. 
There is profit in buying them 
low ; otherwise, a sub-average po- 
tential or risk of loss. They are 
not low now, but fairly high. An- 
aconda reached an absurd 174% 
in 1929 and is now at 5514, Ken- 
necott is around 95, against 1929 
high of 1047. At 5614 presently, 
Phelps Dodge is about 20% above 
its top 1929 price. This is hardly 
long-pull inflation. 


Growth? é 


Speaking of oils, Phillips Pet- 
roleum has long been touted in 
the Street as a high-ranking do- 
mestic oil and outstanding growth 
stock. The latter description does 
not have a record to back it up, 
despite the fact that the company 
is strong in oil reserves, refining, 
marketing, petrochemicals; and 
is rich in natural gas reserves. 
Long-term growth of net income 
has been above average but less 
than sensational. Compared with 
the prewar year 1939, for exam- 
ple, it has been exceeded by Shell 
Oil, Sinclair and Skelly, among 
others, But it is per-share net 
that the stockholder is concerried 
with; and this has been severely 
held down by equity dilution cau- 
sed by repeated convertible-de- 
benture financing. Last year, per- 
share earnings were 400% over 
those of 1939. Here are gains over 
the same period by some other 
domestic oils: Continental 600%, 
Shell 1,210%, Standard Oil of 
Ohio 919%, Sinclair 760%, and 
Skelly, 1,800%. Phillips is at 45 
in a 1956-1958 range of 5634- 
35%, yielding less than 3.8% on 
a $1.70 dividend. We are unable 
to get excited about the stock. 
There are better buys in the mar- 
ket, and in the oil group. 


High-Yield Rails 


Based on a full industrial re- 
covery, the rail average could rise 
considerably further in the course 
of time. Whether it will rise or 
react over the near term is any- 
body’s guess. There are.some fair- 

(Please turn to page 52) 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 





Business 
Trend 


Industrial Production 
FRB INDEX 1947-1949-100) 


. oe 


a 


Forecaster 


INTERESTING TO NOTE — 
The rise in industrial production 
line between 1956-57 was offset 
by economic decline in that 
period, accurately forecasting 
heavy in ventory accumulations. 


949 y «(1950 sy ~S—«9ST 


Wis the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 

















COMPONENTS OF TREND FORECASTERtT 
| 123 | | = 
a", re 
ra mall -, { ds 
i BS ne less a 
| | New Ae ie nae! 
14.5... Hundreds | 
‘I J Durable Goods 
Pee h...00 —New Orders | 12.3 
o *s, 4 (Billions of doliors i 
re, fF it 2 3712 
336 —, 1 
Stock Prices ¥. dl 
100.4 (MWS Index) 4 
4 1925 Close- 100) 
a — 





‘Raw industrial 
Commodity Prices 
(1947-'49. 100) 


’ 














Average Hours Worked 39.5 
(Hours per week) 
o 4, 
of “s/f 47,3 
51-8), f ~~ ? 
‘vv *# pesiness Failores ; i Pd 
— Liabilities (Millions of Dollars) hw) 
inverted) | 1.1 7 
1.02}... a | . 
* ®%, eee * one eae. , 
“Te Housing Starts sia 
} 
| 


| (Number Millions) 





Nonresidential Construction Contracts P 
Bi 


























|} ss 1 LUIONS OF DOLLARS | t! : 2 
oe: am & & ;: ° ro ; ’ re ee ee as Op WN 
1957 958 
ee 
(t)—Seasonally adjusted except stock and commodity ices. 


pri 
(a)—Based on F.W. Dodge data. 2 month moving average. In constant dollars. 


THE TREND FORECASTER 
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This we have done in our Trend Forecaster (develop: d 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found ‘o 
most accurately preject the business outlook. 

As can be seen from the chart, industrial activity in itse'f 
is not a true gauge of the business outlook—the right answer 
ean only be found when balanced against the state of our 
economy. The Trend Forecaster line docs just that. When 11 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pre 
sented in our Relative Strength Measurement line, which re 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceed. 
plus 3 for a period of time, a strong advance in general busi 
ness is to be expected. On the other hand, penetration o! 
minus 3 on the down side usually precedes an important con 
traction in our economy. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 

Current Indications of the Forecaster 

By late in the third quarter, persistent strength in vir 
tually all the components of the Relative Strength Mea 
surement had brought it above the plus three level! 
indicative of cyclical expansion. On the basis of still 
preliminary data, in fact, this key measure of the prob 
able direction of business had climbed to about plus 4, 
or nearly as high as the peak attained prior to the re- 
covery of four years ago. 

In recent months, the moving average of each com- 
ponent of the Relative Strength Measurement has as- 
sumed a moderate uptrend. Stock prices rose through- 
out the third quarter, at a faster rate than any of the 
other indices. New incorporations, industrial commodity 

prices and housing starts improved further. 

The intermediate trend of durable goods orders, hours 
worked in factories, business failures (inverted) and 
non-residential construction contracts, also remained up- 
ward. 

The Trend Forecaster itself, which summarizes the be- 
havior of the indicators in cumulative form, has been 
rising steadily and is foreshadowing a favorable trend 
in general industrial activity for some months ahead. 
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CONCLUSIONS IN BRIEF 

PRODUCTION—continued to rise in September, but 
at « somewhat reduced rate. Appliance production 
is edvancing and seasonal recovery of automobile 
proiuction (assuming a quick labor settlement) will 
pus’) up @ broad range of indicators. Machinery lines 
still slow. Soft-goods output rising, but less rapidly. 
General production outlook; up slowly through 1958. 


TRA DE—retail trade, extremely strong in late sum- 
mer is now about stable. It will take recovery in 
sale; of hard goods to push trade figures above cur- 
rent level. Moderate gains in appliances beginning 
to cppear, auto improvement expected in November 
anc December. 


MONEY & CREDIT—slow tightening continues, partly 
reflecting heavy needs of Treasury. Reports indicate 
tightening in mortgage funds beginning in many 
areas. Slowly rising borrowing costs, and increased 
difficulty in borrowing, expected in remainder of 
1958. 


COMMODITIES—still not much of a trend here. Farm 
commodities under pressure from huge crops. Indus- 
tric! commodities not weak, but rises are surprisingly 
few in view of rapid industrial recovery. Outlook: 
only a slight uptilt to industrial price level! the rest 
of this year. 








BUSINESS ACTIVITY 
M.W.S. INDEX (1935-1939 = 100) 
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CCORDING to reasonably conservative expecta- 
A tions, the industrial production index calculated 
by the Federal Reserve Board is now expected to 
cross 140°, of its 1947-1949 average by the end 
of 1958 (it is now about 138°.) and climb to the 
neighborhood of 145 by the middle of 1959. This 
would be a very healthy recovery indeed from the 
trough of the recession, when industrial production 
fell to a level of 126. But is 145 by mid-1959 a 
return to a boom? 

That is the question that is puzzling investors and 
businessmen alike these days. For the level foreseen 
for mid-1959 is no higher than was reached during 
1955, about four years earlier. And in the interven- 
ing four years corporations have added very sub- 
stantially to their capacity, and to their dollar in- 
vestment. Mid-1959, if it shapes up according to the 
present forecast, will doubtless be a profitable period; 
earnings should be considerably higher than they 
are now. But the return on investment is likely to 
be notably lower than it was several years ago, and 
perhaps lower than in any reasonably prosperous 
postwar year. 

For the truth seems to be that the 1958-1959 re- 
covery is about to run into some serious longer-term 
problems. Thus far in the recovery, price increases 
have been hard to come by, and profit margins have 
not expanded. Costs are continuing to rise about 
as fast as productivity in most major industries, and 
certain costs—transportation, for one—seem to be 
rising so rapidly as to cut into distributive margins. 

What lies ahead is certainly not “profitless prosper- 
it.” But it is certainly competitive prosperity. With all 

(Please turn to following page) 
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THE MONTHLY TREND wey eee a — — PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION* (FRB)...... 1947-'9-100 | Aug. 137 134 145 the talk of inflation now appecring 
Durable Goods Mfr...........cccscesee seeeee 1947-’9-100 | Aug. 144 141 163 in the business press, the underlying 
Nondurable Goods Mir......:ssssssssssses 1947-'9-100 | Aug. 134 132 132 situation in a surprising range of 
PIED seasausnenccnnianscnaniiensecenccssiotciesiinlig 1947-'9-100 | Aug. 119 115 129 markets is intensively competiti. e. 
RETAIL SALES"... ttn i-| “we we) oe oe ee wee & 
Durable Goods. wens seneannnanae | $ Billions Aug. 5.3 5.2 5.7 prices. 
Nondurable Goods.............:-seseseseeseees $ Billions | Aug. 11.6 11.5 11.3 The point is that corporate earn- 
I I RUE src sciescncsnisesecsnennsenets | 1947-'9-100 | Aug. 148 140 144 ings seem temporarily to be isolated 
fro ici inf| a- 
MANUFACTURERS! ar ae aos. Ont oa 
New Orders—Total®.............cssssseseee $ Billions July 26.3 25.8 27.3 : , ui 
Durable Goods......ccssssssssssssssseeeeeeee $ Billions July 12.4 12.3 130 | ore not well isolated from the mal:- 
Nondurable Good5s.................::00+ $ Billions | July 13.9 13.5 14.3 volent effects, in the form of ro g 
ES $ Billions | July 26.3 25.7 29.9 | Costs. To restore a boom in profits, 
Durable Goods.......... we ee| $ Billions July 12.4 12.1 14.6 it s evidently going a to take, " at 
Nondurable Goods...ccccsccsssssssssseee $ Billions | July 13.9 13.7 145 | simply a return of activity to whte 
it was, but a surge to new peck 
BUSINESS INVENTORIES, END MO.*| $ Billions | July 85.9 86.4 91.0 | levels, and such a surge is not yt 
IIIS  <ictiinerinnsicecnnnninennisntion | $ Billions | July 49.8 50.2 54.1 clearly in sight. 
MIEN’ |<. nc scsepspcsapahnnenneeiiee | $ Billions | July 12.1 12.1 12.7 ‘i ” " 
SUNN’ ssiskiccutsicsisicaRdssiaiaeascsiaiediianasibaeiiied $ Billions | July 24.0 24.1 24.1 
Dept. Store Stocks ...cc..ccccssssssssssseesee 1947-'9-100 | July 148 148 154 a —— of early 
ctober, new orders in machinery 
CONSTRUCTION TOTAL................ccccceeeee $ Billions Aug. 48 46 47 lines have shown only the slighte:t 
BID *cittssnnnnnstiiasa'ccsinbipesinsiiecsinnpihicnsiasiai $ Billions Aug. 3.2 3.1 3.2 tendency to turn upwards after the r 
IIE... Sjasincnniisininpiioninssamagitinicnaliin $ Billions Aug. 17 1.6 1.6 prolonged decline of late 1957 ani 
TTI <csncicscncianeeandeiaenmaceinnsnanestaie $ Billions Aug. 1S 1.5 1.6 early 1958. According to the Septen . 
Housing Starts*—o........sssesssesseeesees Thousands Aug. 1170 1160 1056 ber survey of the Department of Cor- 
Contract Awards, Residential—b...... $ Millions Aug. 1451 1557 1284 merce, total spending for plant and 
ES $ Millions Aug. 2016 2051 1534 equipment by American business is 
expected to recover slightly in the 
GRPLOVERENT last quarter of the year, but whether 
WOUND nccttncscncinsceesssncnscsnnsnnsnees Millions Aug. 65.4 65.2 66.4 this slight uptrend is indicative of a 
ITD © siescistitinisatnsionacetesccthionncniomeiiboniien Millions Aug. 50.5 50.2 52.5 continued rise into 1959 is still very 
IID ciccisscenicicnsintinicansccnmnienen siiiiens Aug. 7.6 7.7 7.4 much open to question. It may reflect 
ED -acaneansciiieiaictainduibciihiioimannaaa iiiiione Aug. 11.0 11.0 11.2 merely e dusting off of some pro 
PII sccccnesatsnvenssccnnssentmiemnsansanniase Millions Aug. 11.7 11.4 13.0 | jects that had been delayed during 
Hours Weekes Se Hours Aug. 39.4 39.2 40.0 the worst of the 1959 recession. 
Hourly Carnings hesibannesinieitunsboaninet — — Pn ao Poor | The eren of capital spending by 
FO ne Bice ectnnmnneneet boar se 28 | general industrial corporations is one 
PERSONAL INCOME®.......c.csssesesene $ Billions | Aug. 356 359 352 | Of the hot subjects in the 1959 out 
Wages & Salaries..........000 $ Billions | Aug. 238 242 241 | look. In examining the figures or 
Proprietors’ Incomes $ Billions Aug. 56 56 56 “machinery” issued by the Depart 
Interest & Dividends...................00008 $ Billions Aug. 32 32 32 ment of Commerce, it is well to bear 
PROS PU a csccesscesercsesecnsninsenss $ Billions Aug. 27 27 22 in mind that they include roadbuild- 
ne IN aac oneeeiaiininineniaciacelba $ Billions Aug. 17 17 16 ing machinery, agricultural machin- 
van seihanimeniiedatate oe nice ery, and so-called “household ma- 
en 1947-'9-100 | Aug. 123.7 123.9 121.0 chinery”—that is, appliances such as 
BENET ccsacsnitdsisbosmnsanniiiatonaianin 1947-'9-100 | Aug. 120.7 121.7 117.9 refrigerators and sewing machines. 
I 3 osc encicicaeaenmaienonaie 1947-’9-100 | Aug. 106.6 106.7 106.6 These lines, which are not, of course, 
IIE Kitavicenaainaleainisiaticteinnernicntin 1947-'9-100 | Aug. 127.9 127.7 125.7 as significant as general industrial 
a a = machinery that becomes the produc- 
MONEY EDIT tive assets of manufacturing corpora- 
All Demand Deposits*...........00s0000 $ Billions July 109.6 107.4 108.0 tions, are now enjoying ss cae of 
I Re i ccicsntnsceriiiininsenanicienions $ Billions July 84.0 81.6 84.8 demand, and are adding favorable 
Business Loans Outstanding—c.......... $ Billions July 29.5 30.4 31.7 color to the “machinery” statitistics. As 
Instalment Credit Extended”............ $ Billions July 3.3 3.3 3.6 far as can be told from the available 
Instalment Credit Repaid* $ Billions July 3.4 3.4 3.4 figures, the true industrial machinery 
senenes GOVERNMENT aoe” far from a condition 
I CII iicrcscicnnsssecnesniccninniin $ Billions Aug. 4.8 2.9 5.1 
Budget Expenditures........,....sssssse $ Billions Aug. 6.2 6.6 5.9 _ a ns 
Defense Expenditures..............css0e0 $ Billions Aug. 3.5 3.7 3.8 HOUSING—this is an industry that 
Surplus (Def) cum from 7/1........0 $ Billions Aug. (5.0) (3.7) (4.1) again deserves close watching. After 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY 
In Billions of Dollars—Seasonally Adjusted, at Annual Rates 









































1958 1957 
SERIES iT I IV i 
Quarter Quarter Quarter Quarter 
GROSS NATIONAL PRODUCT ................ 429.0 425.8 438.9 441.2 
Personal Consumption .......... see | 288.3 286.2 287.2 282.5 
Private Domestic Invest. ... of 49.2 49.6 61.5 67.0 
Net Foreign Investment .................... | 9.5 0.5 19 4.2 
Government Purchases ...............cs0 90.9 89.5 88.3 87.5 
ND ctsntenietesnnieneciessnics 51.9 50.9 50.5 51.5 
State & Local 39.1 38.6 37.8 36.0 
| 
I eee 349.8 347.3 349.7 348.4 
Tux & Nontax Payments 42.3 42.3 43.0 42.7 
Disposabie Income ................. 307.5 305.0 306.8 305.7 
Consumption Expenditures 288.3 286.2 287.2 282.5 
DOCU TIED wicncceniscctenerciencernienn 19.2 18.8 19.6 7.6 
CORPORATE PRE-TAX PROFITS. ............ - 31.7 39.9 43.5 
OO - 16.1 19.9 21.7 
Corporate Net Profit - 15.5 20.0 21.8 
Dividend Payments ' - 12.5 12.0 12.6 
Rete GRINS nc. 0 + ccccccssescesseccessenee = 3.0 8.0 9.2 
PLANT & EQUIPMENT OUTLAYS .......... 30.3 32.4 36.2 37.0 
THE WEEKLY TREND 
Week Latest Previous Year 
Unit Ending Week Week Ago 
MWS Business Activity Index*..| 1935-'9-100 Sept. 20 284.6 284.8 287.8 
MWS Index—per capita* ..... 1935-'9-100 Sept. 20 212.4 212.5 218.0 
Stee! Production .............cssses0 % of Capacity Sept. 27 66.4 65.6 82.2 
Avto and Truck Production....| Thousands Sept. 27 73 54 62 
Paperboard Production ............ Thousand Tons Sept. 20 | 311 306 296 
Paperboard New Orders............ Thousand Tons Sept. 20 | 260 310 260 
Electric Power Output* wee | 1947-'49-100 Sept. 20 | 235.3 235.2 230.7 
Freight Carloadings..............-.+. Thousand Cars Sept. 20 | 667 666 725 
Engineering Constr. Awards....| $ Millions Sept. 25 371 332 342 
Department Store Sales....... .... 1947-'9-100 Sept 20 136 145 135 
Demand Deposits—c $ Billions Sept 17 56.8 56.7 55.1 
Bu: I icine Number Sept. 18 262 256 287 








PRESENT POSITION AND OUTLOOK 


the quick run-up of housing starts 
in the late spring and summer, the 
industry now finds itself approaching 
troubled times again. 

The troubles are twofold. In the 
first place, tightening money has al- 
ready begun to put the squeeze on 
mortages carrying government guar- 
antees, because the interest rates on 
these mortgages are becoming less 
attractive. The government's $1-billion 
bonanza in the form of buying these 
mortgages in the secondary mort- 
gage market has already ended, and 
prices on the VA-FHA mortgages have 
begun to slip (that is, buyers can 
get them at a discount.) This makes 
lenders reluctant to invest further in 
them, and the situation is likely to 
get worse in coming months. 

Secondly, the failure, thus far, ot 
employment to rise commensurately 
with the increase in national output 
in these early months of recovery 
has homebuilders plenty worried. 
They argue that no amount of easy 
money or of housing value can in- 
duce an unemployed (or partly em- 
ployed family man to risk buying oa 
new home. 

Put both of these troubles together, 
and the housing industry, which was 
recently leading the economy out of 
the woods of recession, appears to 
be heading back into the woods. 





*Seasonally adjusted. (a)—Private starts, at annual rates 


. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 


disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
centers. (na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
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No. of 















1958 Range 1958 1958 
Issues (1925 Cl.—100) High Low Sept. 19 Sept. 26 | 
300 Combined Average ........... 378.7 283.9 376.6 378.7H 
4 Agricultural Implements ...... 209 2 194.5 393.8 39 2H 
3 Air Cond. (‘53 Cl.—-100) .... 109.3 87.8 109.3 109.3 
9 Aircraft ('27 Cl.—100) ..... 1208.1 982.2 1198.3 1159.0 
7 Airlines (‘27 Cl.—100) ........ 881.3 638.8 851.8 881.3H 
4 Aluminum (‘53 Cl.—100) .... 390.2 253.4 375.0 390.2H 
Oe BD: ccosnpsteniinnsennnceiees 177.3 125.0 173.7 177.3H 
8 Automobile Accessories ...... 373.0 298.9 373.0 370.1 
as 67.4 40.8 65.5 67.4H 
4 Baking ('26 Cl.—100) 35.7 28.5 35.4 35.7H 
4 Business Machines ......... 1114.2 898.2 1114.2 1105.5 
) OU EEE 643.3 509.5 638.1 643.3 
5 Coal Mining 25.7 18.4 24.7 25.7H 
4 Communications ........ 133.6 85.7 130.2 133.6H 
Be 138.9 107.5 138.9 136.8 
F IU sercincerencinintcnnionssetes 988.8 707.3 982.0 988.8H 
7 Copper Mining ....... 248.6 184.6 241.3 248.6H 
2 Dairy Products ....... 138.5 115.6 138.5 137.4 
6 Department Stores 108.1 78.9 107.4 108.1H 
5 Drugs-Eth. (‘53 Cl.—100).... 355.1 217.2 336.4 355.1H 
6 Elec. Eqp. (‘53 Cl.—100).... 237.6 195.8 237.6 237.6 
2 Finance Companies ....... .... 724.9 568.8 680.3 697.0 | 
L. f- _ie 363.2 255.5 363.2 358.2 | 
Se TIEN ssnssemnmonionne v0 255.1 182.2 255.1 253.3 


(Nov. 14, 1936 Cl.—100) 











Sept. 19 Sept. 26 


High Low 
100 High Priced Stocks . 243.2 189.7 242.6 243.2H 
100 Low Priced Stocks .... 479.9 334.7 473.2 479.3H 
5 Gold Mining . 772.5 530.5 710.7 674.7 
4 Investment Trusts ...... 176.0 144.4 176.0 173.3 
3 Liquor (‘27 Cl.—100) ......... 1397.0 913.4 1397.0 1388.0 
fa 422.9 343.8 422.9 419.4 
3 Mail Order .......... 232.5 143.3 225.8 232.5H 
4 Meat Packing ................... 181.1 123.6 181.1 180.0 
5 Metal Fabr. (‘53 Cl.—100).... 170.6 138.1 170.6 170.6 
9 Metals, Miscellaneous .. 347.3 278.3 347.3 344.7 
OD ED ‘sinsitctsitvisnniontaininncemanit . 1102.8 841.8 1102.8 1094.3 
22 Petroleum .......... 822.5 629.7 796.8 796.8 
21 Public Utilities ............... 307.6 258.9 302.4 302.4 
7 Railroad Equipment . 80.0 59.2 80.0 79.5 
20 Railroads ................. 65.5 43.0 65.1 65.5H 
3 Soft Drinks ..... 550.5 455.6 537.4 533.0 
ff 2 5 ee 352.4 249.3 352.4 352.4 
lr - 141.3 102.8 138.3 140.3 
Fo Ae none 785.5 543.4 742.4 769.3 
10 TV & Radio (‘27 Cl.—100) .. 46.8 28.8 46.8 46.0 
Be NTI © accciusnnintictiinasticienninaddat 152.1 106.9 141.3 152.1H 
3 Tires & Rubber 182.5 142.3 182.5 177.9 
a 150.3 110.9 149.2 150.3H 
2 Variety Stores ............c00+ 300.7 239.3 296.3 296.3 
17 Unclassif’d (‘49 Cl.—100).... 203.1 145.4 203.1H 





H—New High for 1958. 





















SPOT MARKETS—Sensitive commodities were no worse than 
mixed in the two weeks ending September 26, although the 
BLS daily index of 22 such commodities fell 0.5%. The de- 
cline was due to weakness in raw foodstuffs and textiles, 
while raw industrial materials in general were slightly higher 
and metals, in particular, exhibited strength. The index of 
the last named group rose 0.7%, as purchasers responded to 
signs of stronger demand and the imposition of quotas on 
lead and zine imports. Tin was an exception, falling heavily 
before support appeared, as the result of long-continued Rus- 
sian dumping, which finally exhausted the Tin Council’s 
funds, available for stabilization purchases. All in all, moves 
in sensitive commodities in recent weeks appear to have 
been the result of individual developments rather than infla- 
tionary pressure. 








WHOLESALE COMMODITY — 


ALL COMMODITIES 
1947-49 — 100 
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FUTURES MARKETS—A majority of commodity markets 
lower in the two weeks ending September 26, although in. 
dustrial raw materials generally gave a good account of 
themselves. Metals, with the exception of tin, were strong, 
and rubber continued to advance. On the other hand, w eak. 
ness was evident in corn, soybeans, textiles fibers, cocoa and 
tin. 

Wheat futures were stronger in the two weeks ending 


were 


September 26, the December future advancing 2'4 eonts, 
On the favorable side is the record flow of wheat inte the 
loan. On the other hand, some producers argue that record 
supplies and the fact that a good deal of wheat is ineli- ible 
for support, will depress prices. We incline to the view ‘hat 
the government loan will be effective enough to lift w eat 
prices further from current levels. 
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BLS PRICE INDEXES Latest 2Weeks 1Yr. Dec.6 














1947-1949—100 Date Date Ago Ago 1941 
All Commodities Sept. 23 118.9 119.0 118.0 60.2 
Farm Products Sept. 23 92.3 93.4 91.0 51.0 
Non-Farm Products Sept. 23 126.0 126.0 126.0 67.0 
22 Sensitive Commodities Sept. 26 85.6 86.1 85.9 53.0 
9 Foods Sept. 26 84.9 86.3 85.4 46.5 
13. Raw Ind‘l. Materials Sept. 26 860 85.9 860 58.3 
5 Metals Sept. 26 916 91.0 91.6 54.46 
4 Textiles Sept. 26 77.2 77.8 77.4 56.3 
MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 
1958 1957 1953 1951 1945 1941 
High of Year 150.2 166.3 162.2 215.4 98.9 85.7 
Low of Year 146.5 149.5 147.9 176.4 96.7 74.3 
Close of Year 150.0 152.1 180.8 98.5 83.5 
DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 
1958 1957 1953 1951 1945 1941 
High of Year 159.0 163.4 1665 2145 1064 84.46 
Low of Year 150.9 153.8 1668 189.4 105.9 84.1 
Close of Year 156.5 147.9 176.4 96.7 74.3 
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BLS INDEX 22 BASIC COMMODITIES 
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Oil Progress Week, October 12-18 


Today, Pure Oil’s four modern refineries 
turn out 60,000,000 barrels of petroleum 
products a year—more than twice as much 
as in 1940. To meet the growing demand 
and to feed our four refineries, we have 
over 5,500 producing oil and gas wells in 
16 states. 

Planning for tomorrow, we have under 
lease almost 5,000,000 acres of undeveloped 
potential oil land in the United States and 
Canada—and 29,700 square miles which 
PURE and associates are exploring in five 
South and Central American countries. 

Present transportation facilities include 
13,200 miles of wholly or partially owned 
pipelines—more than double what we had 
just eight years ago. In addition, PURE 


‘“TODAY—OIL BUILDS FOR YOUR TOMORROW” 
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Spectacular catalytic cracking unit symbolizes PURE's progress in refining 


Progress report from PURE 


operates a fleet of eight ocean tankers, 14 
towboats and tugs and 39 barges. 

Marketing activities have kept pace 
PURE now has nearly 16,000 dealers in 24 
states. Existing stations have been mod- 
ernized. Key stations have been built in 
shopping centers, on highways and turn- 
pikes. Our network of TruckStops (another 
Pure Oil “‘first’’) has been expanded to 
over 200 stations. 

Spearheading this growth, PURE’s Re 
search Center at Crystal Lake, IIl., is con- 
stantly searching for ways to improve 
gasolines, lubricating oils, greases, and 
other petroleum products. 

At PURE we're building for tomorrow 
every day. 


THE PURE OIL COMPANY, 35 E. WACKER DR., CHICAGO 1, ILLINOIS. 


Today, more than ever, you can BE SURE WITH PURE | 
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HIGHWAYS FROM A HOPPER. Up to 1800 batches of paving-concrete mix a day... 
and every batch automatically accurate down to a fraction of a percent! That's the 
output of this Blaw-Knox batching plant, at work on the North Illinois Toll Highway. 


World's biggest road building 
program under way—Blaw-Knox 
helps turn it into a production line 


Road builders are tackling the 
world’s biggest construction 
project . . . 41,000 miles of 
superhighways with added thou- 
sands of miles of state and local 
roads. It will carry one-fifth of 
the nation’s traffic, enable 
motorists to travel coast-to- 
coast without passing a single 
intersection. 

Here too, Blaw-Knox pioneers 
with integrated high capacity 
equipment to bring production 
line techniques to road paving. 
The future looks smooth for 
highway travel and for Blaw- 
Knox, one of the world’s lead- 


ing makers of road paving 
equipment. 

Building a vast highway sys- 
tem is a typical instance of 
Blaw-Knox helping industry to 
tackle the biggest, toughest jobs. 
Perhaps we can help you tackle 
the tough ones. Whether your 
company builds roads, rolls or 
fabricates metals . . . or deals 
with chemicals, processing, or 
communications—our services 
and products for industry may 
provide precisely what you need. 
To find out more about us, just 
write for our brochure, ““This Is 
Blaw-Knox.”’ 


BLAW-KNOX COMPANY 


1233 Blaw-Knox Building * 300 Sixth Avenue 
Pittsburgh 22, Pennsyivania 








Companies that have 
shown up Best. . . 
—tThose lagging behind 





(Continued from page 23) 


another, thereby, obtaining for 
its shares a more liberal market 
appraisal. Cutler-Hammer is now 
getting an electronic look as it 
recently took an important step 
in expanding its electronie opera- 
tions by the recent merger with 
Airborne nstruments’ Labora- 
tory. The latter company has es- 
tablished a reputation for re- 
search and development in elec- 
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tronics and it has been an impor- 
tant supplier of complex electron- 
is equipment to the armed forces. 
nasmuch as Cutler-Hammer was 
itself expanding along such lines 
through the development of com- 
pletely engineered control sys- 
tems, the merger seems a natural 
one and should expedite further 
penetration in that more roman- 
tic area of operations. While the 
acquisition will dilute the com- 
pany’s earnings initially, it holds 
excellent long term potential and 
should gradually enhance the 
standing of the equity stock in 
the eyes of investors. END 





How Oils Are Meeting Problems 


— 





(Continued from page 10 


Among the big internationa! oi] 
companies, Standard of California 
and Secony Mobil will be adversely 
affected by the plan, the latter 
much less so than the former, 
Gulf Oil will also see its imports 
severely curtailed. Gulf is likely 
to feel the impact of this action 
more than some of the other ig 
importers, since some 70 percent 
of its total crude oil product on 
lies outside the United Staies, 
But the international companies 
have at least one advantage over 
the smaller concerns. They heve 
world-wide marketing organi za- 
tions and refineries so that they 
can continue to dispose of thair 
foreign-produced oil outside of 
the United States without much 
difficulty. The smaller concerns 
have no foreign sales outlets and 
with the current world-wide sur- 
plus of oil, which is likely to re- 
main with us for a while, their 
chances of breaking into the 
world oil market are not very 
propitious. On the other hand, 
it should be pointed out that not 
all of the U. S. concerns with 
import quotas have their own 
production abroad. Therefore, 
some of our foreign producers 
may be able to sell part of their 
output to other U. S. importers. 
How long they can keep doing 
this is open to debate, in view of 
the growing trend of U. S. oil 
importers to develop their own 
foreign supply sources. 

Thus, by and large, the new 
Oil Imports Plan is designed to 
bring about a shift in the oil im- 
port picture. It will benefit the 
newcomers and those who have 
used only a very small share of 
foreign oil in their refinery op- 
erations up to now. At the same 
time, some of America’s long-es- 
tablished importers, particularly 
those whose refineries are located 
mainly along the U. S. East 
Coast, will either have to rely on 
a larger volume of higher-priced 
domestic oil or they will have to 
buy some of their foreign oil at a 
premium from other importers 
whose refineries are located fur- 
ther inland. 


Intensified Interest In Foreign Oil 
Production 


The problem of oil imports ‘s 
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by no means the only one affect- 
ing the U. S. companies which 
produce, buy and sell foreign oil. 
Foreign oil is becoming increas- 
ingly important to American oil 
concerns, Until a few years ago, 
the political insecurity abroad 
was enough to keep all but the 
biggest oil companies out of for- 
eign producing areas and mar- 
kets. This is no longer the case. 
One very important reason is the 
growing cost differential between 
domestic and foreign production. 
Middle East production, for in- 
stance, costs anywhere from 10¢ 
to 45¢ per barrel, while in the 
U. S., production costs from all 
but the most prolific wells are 
close to $1.50 per barrel and often 
more. Such a price difference is 
enough to overcome many of the 
additional risks connected with 
foreign production. 

In 1957 only a handful of U. S. 
companies had a significant for- 
eigr. production, as the following 
percentages show: 

FOREIGN PRODUCTION AS PER- 
CENTAGE OF TOTAL PRODUCTION 
Standard Oil (N. J.) 79.0 
Gulf Oil 69.0 
‘Texas Company 58.0 
Standard of Calif. 62.5 
ony Mobil 61.0 
Phillips Petroleum 27.5 
Getty-Tidewater group 31.5 
Royal Dutch-Shell 83.0 

But in the next few years it is 
likely that quite a number of new 
names will be added to this list. 
For the trend of American pro- 
ducers to go abroad is continuing 
unabated. Probably, the most ac- 
tive of the newcomers is Standard 
Oil of Indiana. Actually, this com- 
pany had already been in the 
foreign oil business but got out 
of it in the 1920’s and since 
then has concentrated on becom- 
ing one of America’s largest do- 
mestic producers and marketers. 

Now it is trying to catch up 
with the big international con- 
cerns with a speed that amazes 
most observers, In less than two 
years, it has looked for oil in 
Cuba, has found production in 
Venezuela, has started explora- 
tion in Iran, has obtained a con- 
cession in Libya and (together 
with Gulf Oil) in Mozambique, 
has entered the Sahara oil play, 
has made a 15-year oil develop- 
ment contract with the Argen- 
tinian state oil monopoly and has 
joined with Cities Service in de- 
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veloping the latter’s concession in 
Italy, Now, according to trade in- 
formation it is about to enter 
Saudi Arabia where it will offer 
the king a 60-40 profit sharing ar- 
rangement (in favor of Saudi 
Arabia) for an area outside the 
Aramco concession. The unortho- 
dox profit-sharing feature of the 
proposed Saudi Arabian agree- 
ment (the standard agreement in 
the Middle East and elsewhere 
abroad is still the 50/50 sharing 
of profits between the producing 
company and the host country) 
is typical of the way in which 
this dynamic company has mus- 
cled its way into some apparently 
very choice foreign oil areas. 
Since Standard of Indiana is 
about to raise $200 million by a 
debenture issue, further expan- 
sion abroad may well be in the 
cards. The afore-mentioned pro- 
posed increase in the company’s 
import quota from 25,000 barrels 
daily to 75,000 barrels daily by 
January 1, 1960 should act as an 
incentive to develop foreign oil 
resources. 

The increase in American 
overseas production is particular- 
ly intense in Venezuela where the 
number of actively operating U.S. 
oil companies has increased from 
thirteen to twenty in the last two 
years. Actually it is much higher, 
since many of the operating com- 
panies there have partners which 
share in all their production 
gains. For instance, a major new 
oil deposit located very recently 
by Phillips Petroleum in eastern 
Venezuela will not only benefit 
the operating company itself but 
also its five partners: Sunray- 
Mid-Continent Oil (17.3°,), Ash- 
land Oil (10.8%), Western Nat- 
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Natural 
Gas (together 6.5%), Kerr-Mc- 


ural Gas and El] Paso 
Gee Oil (5.4%), Pacific Petro- 
leum and Canadian Atlantic (to- 
gether 4.39%), Thus, the total 
number of American oil compan- 
ies with a stake in Venezuelan 
production is well over fifty. Al- 
together, the number of Ameri- 
can oil companies operating 
abroad has passed the 200 mark 
and is still growing. 


The Large Profits From Foreign Oil 


What foreign oil production 
means in terms of income is 
shown by the fact that the net in- 
come of the foreign oil industry 
in Venezuela in 1957 amounted to 
almost one third of the invested 
capital. During the same year, the 
U. S. domestic oil industry’s net 
earnings amounted to only about 
11 percent of gross investment. 
Some of the large oil companies 


are already earning far more 
from their foreign operations 
than from their domestic ones. 


Standard of New Jersey, for in- 
stance, derives 75 percent of its 
income from abroad while for 
Socony Mobil the figure is 60 per- 
cent. 


Huge and Profitable Foreign 
Markets Too 


But cheap foreign production 
is not the only thing that lures 
American companies’ abroad. 
Markets are another factor. 
Though the U. S. domestic oil 
market is still by far the most 
important in the world—account- 
ing for about 55 percent of the 
free world’s total oil demand— 
the increase in demand abroad is 
much more rapid than at home. 
Over the next decade, domestic 
oil demand will probably grow at 
an annual rate of 3 to 4 percent. 
In the rest of the world, however, 
the growth rate will lie between 
6 and 8 percent per annum. At 
the moment the contrast between 
these two market areas is even 
sharper, due to the current near- 
stagnation of the U. S. oil market. 
This is fully reflected in the fact 
that while every important U. S. 
oil company experienced a sharp 
decline in earnings between the 
first half ef 1958 and the same 
period of last year, British Petro- 
leum and Royal Dutch-Shell, the 
two largest marketers in the east- 
ern hemisphere, showed a_ sub- 





stantial gain in both gross sales 
and net income for the same 
period. 

Naturally, there are consider. 
able risks and difficulties for U.§. 
companies in entering foreign 
markets, just as there are risks 
and difficulties in developing for- 
eign production. But the eco. 
nomics of the world oil situa‘ion 
is such that only overriding po- 
litical factors or direct govern. 
ment intervention can revurse 
the clear trend of American oi! 
companies to shift a growing 
share of their production, s ‘les 
and purchases to foreign ar: as. 

END 





A New Deal 
for the Distillers 
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sodium. In the comparati\ ely 
brief period since entering he 
industry, National has risen to 
a leading position, the twe ‘th 
in terms of size. The present 
price of the stock evaluates e-.ti- 
mated 1958 earnings of $1.85 at 
only 15 times, which seems rat)ier 
conservative compared to price/- 
earnings ratios of other chemical! 
stocks. Also to be considered «are 
the somewhat hazy but still 
exciting, prospects for wonc<er 
metals such as titanium and zir- 
conium, produced by Mallory- 
Sharon, in which National hoids 
a one- third equity position. The 
company is also a one-third part- 
ner with American Potash & 
Chemical and Food Machinery & 
Chemical in A. F. N., a company 
engaged in research under Navy 
contract on boron-type, high-en- 
ergy fuels. 

Earnings have increased yearly 
since 1952 from $1.13 to $2.05 
last year. The weakened chemical 
picture will probably be responsi- 
ble for a drop to around $1.85 
this year, but earnings could 
bounce back to over $2.50 in 1959. 
The $1 annual dividend has been 
supplemented by a 2% stock dis- 
tribution in the past two years. 

In the early years of chemical 
operations, the market apprai- 
sed National Distiller shares as 
high as 34 times earnings. Dis- 
appointment that earnings did 
not gain as quickly as the more 
optimistic had hoped, probably 
brought about the current, rel:- 
tively low price/earnings ratio, 
but should net begin to display a 
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favorable trend, it is very pos- 
sible that the market will again 
place a higher price/earnings 
valuation on these shares. 


Distillers Corp.-Seagrams, a a- 
nadian corporation, is the largest 
of all the distillers, doing 90% 
of its business in the U. S., but 
getting about 20% of earnings 
from Canadian and worldwide 
business. The most important of 
its products are blends, but un- 
der the pressure of consumer 
tastes for straights, the company 
rece:itly introduced Antique, the 
first .traight to be marketed under 
the Seagram label. Its principal 
brands are Seagram’s 7 Crown, 
Calvert Reserve, Lord Calvert, 
Carstairs and Paul Jones, all 
blenus; Four Roses and Hunter, 
both blends and straight bour- 
bons; V.O. Canadian whiskey; 
and Golden Gin. 

E:rnings in the nine months 
ended last April 30 amounted to 
compared to $2.35 in the 
corresponding 1957 period. Much 
of the apparent improvement in 
1957 results is attributed to sub- 
stantially lower oil & gas losses, 
which were 78c and 49c respect- 
fully in fiscal 1956 and 1957. The 
stock appears fairly valued at 
present levels. Its future pros- 
pects depend on the company’s 
ability to successfully enter the 
straight whiskey field and to ex- 
ploit its oil & gas interests. 

Hiram Walker-Gooderham & Worts, 
is the second largest Canadian 
Distiller, but like Seagrams, sells 
nearly 90% of its output in the 
U.S. through wholly owned sales 
organizations. Its principal 
brands are Canadian Club and 
Barclay’s Royal canadian whisk- 
ies; Walker’s Deluxe Bourbon; 
Ballantine’s Ambassador, and Old 
Smuggler scotches; Imperial, Wil- 
liam Penn, Corby’s Reserve and 
G& W Seven Star blends: London 
Dry Gin; Maraca Rum; and Wal- 
ker’s Vodka. 

In the year ended August 31, 
1958, net per share probably was 
off somewhat from the $2.61 re- 
ported in 1957. This is the cen- 
tennial year for Hiram Walker 
and its president has announced 
that record advertising and mer- 
chandising expenditures will be 
made. Growth potential is limited, 
however, and the shares are con- 
sidered primarily an income issue. 


$2.2 


Other Distillers 
ne of the strongest of the 
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smaller distillers is American Dis- 
tilling. For the nine months ended 
June 30 last, net per share equal- 
led $2.78 vs. $2.46 in the corres- 
ponding 1957 period. Twice in the 
past five years, the dividend has 
been increased and the stock was 
split two-for-one in 1956. Earn- 
ings have risen yearly since 1952 
and for the year ended September 
30 could reach $3.70 per share 
against last year’s $3.44. Eco- 
nomic improvement and the new 
look in the industry may well 
bring another earnings gain in 
1959, although management re- 
cently stated that it had vir- 
tually been able to avoid any tax 
forceouts in the past. American’s 
sales are divided about 40 
blends, 30% straight bourbon, 
12% vodka, 11% gin, and 7‘. 
imported whiskies, cordials and 
liqueurs. The company is very 
strong in monopoly states, those 
in which state commissions fix 
liquor prices. 


Brown-Forman Distillers produces 
such leading bourbons as Old For- 
ester and Early Times, and the 
Jack Daniels line purchased in 
August 1956. Brown-Forman In- 
dustries, formed in 1950, concen- 
trates mainly on chemicals for 
rapid X-ray film development. 
Some improvement is expected 
over the $1.87 earned in the year 
ended April 30, 1958. 


Publicker Industries is far more 
diversified than any other dis- 
tiller except, of course, National. 
Case goods and industrial! alcohol 
both account for about a third 
of sales with feeds & vitamins and 
charter operations of its wholly 
owned tank vessel fleet make up 
the remainder. However, the 
earnings record has been poor 
under a management seemingly 
unable to convert sales into pro- 
fits and for the first half of 1958, 
a deficit of 50c per share was 
reported. Recent market activity 
has been attributed to vague ru- 
mors concerning takeover by a 
major distiller, but there has been 
no confirmation. 


In conclusion, it is clear that 
the distilling industry has bene- 
fitted from passage of the Forand 
Bill. Distillers will now have 
greater flexibility in marketing 
activities and in limiting inven- 
tory losses, which should give 
capable management a_ better 
opportunity to turn in improved 
results. END 
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DIVIDEND NO. 183 
ON COMMON STOCK 


Ihe Board of Directors ol 


Consumers Power ( ompany 
has authorized the payment 
of a dividend of 60 cents per 
share on the outstanding 
Common Stoc 7 payable No 
vember 20, 1958 to share 
owners of record Octobe: 
7, 1958 


DIVIDEND ON 
PREFERRED STOCK 


Lhe Board of Directors also 
has authorized the payment 


of a quarterly dividend on 
the Preferred Stock as fol 
lows, payable January 7. 
1959 to share owners of re 
cord December 5, 1958 
CLASS PER SHARE 
$4.50 $1.12'2 
$4.52 $1.13 
$4.16 $1.04 


CONSUMERS POWER COMPANY 


JACKSON, MICHIGAN 


\ccettittieedl 


© REGULAR 
QUARTERLY 
DIVIDEND 


The Board of Directors has 
declared this day 


This is a regular quarterly 
dividend of 


25¢ Shane 


to holders of record at close 
of business October 20, 1958 


Milton C. Baldridge 
Secretary 
October 9, 1958 


THE COLUMBIA 





COMMON STOCK DIVIDEND NO. 97 


Payable on November 15, 1958 


GAS SYSTEM, INC. 





COLUMBIA PICTURES 








CORPORATION 
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} leclared a 
J '$1.06% 
ve $4.25 Cy 
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A Fresh Appraisal of 1958 
Market Leaders 





(Continued from page 17) 


has added 30 points this year, 
climbing from approximately 48 
to 78 and must be considered gen- 
erously valued on its $2.30 annual 
dividend. 

Another beneficiary of the 
building boom has been Georgia 
Pacific Corp. one of the country’s 
most important producers of ply- 
wood. In the wake of a new hous- 
ing boom, plywood prices have 
climbed steadily in recent months 
from a recession low of $64 per 
thousand feet to the current $78 
per thousand. In consequence, 
earnings which lagged in the 
first six months of the year ($1.14 
per share against $1.33) will 
probably pick up sharply in the 
latter half of the year, bringing 
final results to a likely record 
$2.80. 

Georgia’s appeal does not rest 
solely in its earnings picture, 
however. Lumber reserves are 
enormous, amounting to approxi- 
mately $35 per share of common 
stock, and cash earnings—includ- 
ing depreciation and depletion 
allowances—should equal about 
$10.00 per share this year. 
Timber loans, used to acquire its 
huge reserves, are being paid off 
at a faster than expected clip, 
indicating sharply higher future 
earnings. Profits in recent years 
have scored consistent new re- 
cords despite the constant dilu- 
tion of a 2 per cent quarterly 
stock dividend in addition to the 
regular $1.00 payment. For those 
seeking an inflation hedge with 
excellent current earnings, Geor- 
gia-Pacific deserves thoughtful 
consideration. 


Consistent Performers 


Not surprisingly, many of the 
leaders in the attached list have 
earned their status by long re- 
cords of consistently good earn- 
ings, dividends and normal secu- 
lar growth. Commonwealth Edison, 
one of the nation’s largest utility 
organizations, has amply demon- 
strated its consistency, but a re- 
cent development has spurred a 
new move in the stock. Last 
month, directors announced that 
henceforth the company would 
pay out all of its earnings in 
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dividends. The steady growth in 
profits over the years turns this 
into an especially attractive situ- 
ation for shareholders. Since 
1950, net per share has climbed 
steadily from $2.12 to last year’s 
$2.85 and a probable $3.00 this 
year. The $2.00 dividend paid 
last year will therefore be topped 
by a wide margin in 1958. Yet at 
its current price, Commonweath 
is no more generously valued 
than in the past. With the new 
dividend policy enhancing the 
value of the stock, a higher price- 
earnings ratio and a lower yield 
seems in order. The stock is ad- 
mirably suited to conservative 
accounts. 

Continuing their remarkable 
comeback in the last few years, 
the tobacco issues are also well 
represented among the leaders. 
Reynolds Tobacco “B” showed its 
leadership again in the first half 
by scoring an impressive 76¢ per 
share gain over the $2.69 earned 
in the opening six months of 
1957. It seems certain that profits 
will at least double the $3.60 
dividend requirement. Lorillard, 
however, continued to be the 
spectacular star of the tobacco 
group. The amazing success of 
its new Kent filter brand has sky- 
rocketed earnings to $3.96 per 
share in the first half of 1958, 
compared with total earnings of 
$3.79 last year. Unlike Reynolds 
however, the company has still 
not proven its status as a major 
tobacco producer. For this rea- 
son, the current price must be 
considered to contain a large 
speculative premium that makes 
it unsuitable for most investors. 


Summary 


Specific comments on all of the 
other stocks in the list would do 
nothing to disturb our basic 
thesis that in each case the better 
than average performance of a 
stock has been in response to par- 
ticular influences affecting the 
company’s fortunes, but has often 
been carried up by speculative 
market surge, to over-valued 
levels. 

International Telephone & Tele- 
graph has reflected a decided- 
ly better earnings picture and 
tremendous new long-range de- 
fense contracts. The same is true 
of RCA, although undoubtedly 
the better market for television 
sets in the last few months has 
also been a contributing factor. 


Among the specialty items, 
Rexall has commanded attention 
because of its new ventures into 
ethical drugs, and Raytheon be. 
cause of the excellent profits that 
have begun to flow from the com- 
pany’s massive defense contracts, 
American Motors presents an 
interesting picture if the success 
of its Rambler cars continues, 
but the stock is too speculative 
for most investors. It could prove 
interesting however for those 
willing to incur the risks _ in- 
volved. 

Buying any stocks at today’s 
exalted market levels is a risky 
business. Nevertheless each of 
the 75 stocks in the table has 
been carefully appraised, and the 
ratings attached should help 
readers in their selections, or in 
analyzing their existing holdings. 





Changing Character 
of the Stock Market 





(Continued from page 13) 


showed an increase to 8,630,000 
—almost a 30 per cent rise in 
that brief period. Interestingly 
enough customers debit balances 
with stock exchange houses, only 
increased from 1.1 per cent of 
the total value of all listed securi- 
ties to 1.3 per cent in the same 
period. The conclusion follows 
that most of the increase in share 
ownership has been for invest- 
ment purposes and not for specu- 
lation— at least not on margin. 

It has been authoritatively 
estimated that the public owns 
about 60 per cent of adl listed 
stock, or approximately $117 bil- 
lion worth, and that securities 
dealers own 25 per cent, while 
investment trusts own the re- 
maining 15°. Part of this public 
ownership is under the care of 
banks or professional investment 
advisors, and may safely be as- 
sumed to be “off the market.” How 
much is impossible to determine. 
Another large part is owned di- 
rectly by other corporations for 
investment purposes. Again, 
there is no aggregate figure, but 
a table of large corporate hold- 
ings in the last issue of The 
Magazine of Wall Street listed 
approximately $1 billion in cor- 
porate income from these hold- 
ings. Capitalized at 5% (a con- 
servative figure, since many are 
long term holdings at extremely 
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low prices) the value of these 
holdings alone, is $20 billion. And 
this too is almost permanently 
out of the market. 

The rest of the publicly owned 
shares—about $95 million worth, 


but volume of transactions on the 
New York Stock Exchange 
proves that this is purely a theo- 
retical valuation. Most of it has 
obviously been salted away for 
long term investment. 


are theoretically in the market, 


Impact of The Capital Gains Tax 


Undoubtedly, one of the princi- 
pal reasons for this is the capital 
gains tax, which taxes away from 
10 to 25 per cent of any profits 
realived on securities. Large hold- 
ers, 1n particular, are penalized, 
and any investment adviser can 
testify to the reluctance of clients 
to incur this tax liability. Often, 
it is not just mere stubborness 
that is responsible, but real eco- 
nomic factors. A typical case, 
familiar to the writer occurred 
just a few weeks ago when Ken- 
necott Copper cut its dividend to 
a $4.00 per year rate from $6.00. 
The owner of the stock in this 
instance was an elderly woman 
who needed income above all else. 
Nevertheless the stock could not 
be sold because of the dividend 
cut without incurring a $1,000 
capital gains tax liability, a 
figure equal to 2 and one half 
years dividends at the reduced 
rate. The woman, under the cir- 
cumstances, could not afford the 
tax and elected to hold the stock 
despite the lowered return. It was 
cheaper that way. 

Such cases are usual and are 
being faced by investors every 
day. The net result is to keep an 
enormous amount of stock that 
might otherwise find its way to 
market, bottled up in investment 
accounts. 


The New Structure 





Summing it all up, the stock 
market presents a strikingly dif- 
ferent picture than is often sup- 
posed. Instead of being a market 
place for the stock ownership in 
America’s major companies, it 
rves that purpose for a minute 
Percentage of the total. Instead 
f bringing together all potential 
duyers andvsellers, it is actually 
4 market that is dominated at 
east 50 per cent by professionals, 
‘tither as managers of institu- 
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tional funds or as securities 
dealers. Because of their enor- 
mous prestige, however, individ- 
ual investors often attempt to fol- 
low the lead of the professionals, 
allowing the trusts—or dealers— 
to excercise their investment 
judgment for them. 

Unfortunately, institutional in- 
vestment advantages are far 
greater than the individual’s. For 
one thing they usually have a 
steady flow of funds seeking in- 
vestment which can be used te 
“dollar average” their purchases. 
Thus, on market dips more stock 
will be purchased for a given 
amount of money. Even more im- 
portant, however, is the fact that 
enormous profits have been built 
up over the years in favorite 
issues, so that if a loss is sus- 
tained on a new commitment a 
small portion of another issue 
can be sold off as an offsetting 
profit. 

Few individuals can boast the 
same advantages. Most have 
limited access to capital and have 
to stick to their decisions for 
better or worse. And mistakes 
hurt. 


Distorted’ Market 


The net effect of the market’s 
new structure is to distort stock 
prices out of all proportion to 
value in periods when huge 
amounts of capital are seeking 
investment. In its simplest form, 
there just isn’t enough free float- 
ing stock in desirable issues to 
satisfy the demand. Many indi- 
viduals, under these circum- 
stances will hesitate to buy, but 
the institutions, in adding to 
large existing investment posi- 
tions merely raise their average 
prices slightly by new purchases. 
They can therefore afford ag- 
gressive action in the market— 
and this action dominates the in- 
vestment climate. A few snecula- 
tors may attempt to fight the 
move through short selling but 
the weight of new funds seeking 
investment is overpowering, and 
the line of least resistance to 
stock prices is up. 

Before assuming that this situ- 
ation paints a utopian picture in 
which stock prices wend ever and 
ever higher, however, a few 
further facts should be con- 
sidered. For one thing the flow 
of funds into the institutions is 
not constant. Mutual funds, 
banks and insurance companies 








have benefited enormously from 
the excess savings of the small 
investor in the past year or two, 
but it should be remembered that 
in the same period Mr. Average 
Man cut back his durable goods 
expenditures substantially. If this 
kind of spending should now pick 
up, savings would drop, cutting - 
down the funds these institutions 
would have for investment. 
Similarly, pension fund pay- 
ments by corporations vary with 
profits and the level of business 
and employment. So far there 
have been few cutbacks, but U. S. 
Steel elected to forego payments 
into its Employee Pension Funds 
in the first two quarters of this 
year. Others could follow suit. 
It is not necessary for the in- 
stitutions to engage in large scale 
selling to weaken the market. 
Just a diminution in their buy- 
ing at a time when speculative 
fever is high could be sufficient 
to set off a sizable reaction in 
stock prices. It should be borne « 
in mind that a thin market with 
a small floating supply is a two- 
edged sword. It goes up quickly 
with increases in demand, but it 
will go down just as quickly 
when the balance shifts to a pre- 
ponderance of sellers. 
Professional buying has taken 
the market into stratospheric val- 
uations. If the level proves too 
high most institutions will sur- 
vive without too much difficulty. 


The same can not be said for 
individual investors. Caveat 
Emptor! END 





Stock Purchase Rights 
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from higher stock prices, unless 
it has recaptured Treasury 
shares to sell. A company which 
resists the temptation to market 
new stock deserves its share- 
holders’ respect. Stock prices 
should respond to a corporation’s 
earning power, not contribute to 
it. A corporation, after all, is not 
supposed to be in the business of 
selling securities. 

For the investor, a grave 
danger lies in his failing to re- 
cognize one of the essential para- 
doxes of the corporate system: 
that the corporation’s interests 
are not always the same as those 
of its shareowners. Over the long 
span of years, their interests will 
tend to mesh, but at a particular 
time, they can be antipodal. In 
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the sale of its stock, a corporation 
generally seeks the terms most 
favorable to itself; if the stock is 
offered to existing shareholders, 
the conflict of interests is readily 
apparent. 

Market technicians have found 
that the issuance of new stock 
quite often is the signal for a 
price peak. In the last half of 
1956, especially, the rule was 
almost infallible. Rare indeed are 
the cases where a new stock issue 
does not cool off market enthusi- 
asm at least temporarily. Dis- 
count prices which looked like 
outstanding bargains when the 
stock was rising can lose their 
glitter in a startlingly short time. 


Recent Rights 


The accompanying table shows 
the price data and other pertinent 
information on rights offerings 
from 1955 to date. Noteworthy is 
the number of companies which 
sold stock through rights for the 
first time in 1955, the year the 
market established its footing 
above the 1929 highs. Striking, 
too, is the abrupt decrease in such 
offering after the Fall 1957 break 
in stock prices. The emphasis in 
stock subscription sales is patent- 
ly on market factors. 

In spite of significant discounts 
from the preceding market price, 
forty-six of the sixty-six issues in 
the table were subsequently avail- 
able at lower than their offering 
price. Omitting the eight sales 
made since last October’s market 
low, only 21° of these offerings 
proved to be bargains. Even to- 
day, with the averages above 
their 1956-57 highs, twenty-one 
of the sixty-six stocks are selling 
no higher than their original dis- 
count price. 

Utilty companies are not in- 
cluded in the table, because of 
their more stable price action and 
their year-in, year-out financing 
needs. However, the over-all re- 
cord for utility rights offerings is 
only moderately better than that 
for industrials and rails. Of 
fifty-eight such stocks sold since 
1955, twenty-two have been avail- 
able later at less than the dis- 
count price. 


Precautions For Investor 
How can the investor be sure 
he is not paying too high a price 
for a new stock issue? He can 
never be positive, of course. But 
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a few simple precautions, some 
of which apply to the choice of 
any stock, will make the decision 
easier—and more likely, correct. 

1. Is the market as a whole in 
a buying area? Are stock prices 
low in relation to earnings pros- 
pects for the next year to two 
years? Or is the market becoming 
“bought out” of values and find- 
ing progress increasingly dif- 
ficult? Unless the outlook favors 
a strong, general advance, it may 
be wise to defer any new pur- 
chases — possibly, even to cut 
back present holdings. 

2. Is the old stock a buy at its 
market price? Or have its pros- 
pects been fully capitalized? Is 
the yield abnormally low? If not, 
why doesn’t the company float a 
bond issue, which bears a tax 
advantage? Has the stock had a 
long rise in price, with scarcely 
a stop to consolidate its gains? 
If there is any doubt about the 
stock’s ability to move ahead, it 
may be near a top. In such event, 
even a large discount on the new 
stock may prove too small. 

3. Is the financing necessary? 
How are the funds from the stock 
sale to be used? Are expansion 
plans realistic, grandiose, or 
merely opportunistic? Are earn- 
ings inadequate to cover operat- 
ing costs and legitimate expan- 
sion? Is the dividend pay-out 
perhaps too liberal? Then the 
stock may be overvalued already. 

4. Does the company issue new 
stock frequently? If so, your 
earnings are being progressively 
diluted. Failing to operate profit- 
ably, the company may be asking 
you to throw good money after 
bad. Possibly you: have already 
held too long and should cut your 
losses now. 

5. Is the discount price ade- 
quate? Consider the stock’s char- 
acteristic price fluctuations. If it 
is a wide-swinging issue in a cy- 
clical industry, insist on a very 
generous discount, even if pros- 
pects now appear good. Remem- 
ber, the market price of any 
stock is ephemeral. For the risk 
of your money, you get a commis- 
sion-free transaction, an extra 
dividend share (usually main- 
taind on the new stock at the 
same rate as on earlier shares), 
and a certificate which may or 
may not be a bargain. 

Notice the diseounts offered by 
some of the high-quality issues 
in the table. Aluminium Ltd. 
granted a 40% discount on its 
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last subscription sale; IBM sold 
its new shares 35% below the 
market; General Motors and 
Royal Dutch made 30% reduce. 
tions. These offerings all worked 
out well for subscribers. 

Make the terms suit your in- 
vestment standards. Your capital 
is at stake. Stock subscrip‘ion 
rights are not a gift horse; !ook 
them in the mouth. Remember, a 
discount price does not a baryain 
make. END 





Outlook for Finance 
Companies 
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(Continued from page 32 


Beneficial Finance Co. 


In the first half of 1958, e: rn- 
ings of Beneficial Finance _in- 
creased to $1.00 per share, f: om 
$0.93 a year previous. Recviv- 
ables are higher and the comp iny 
should earn around $2.00 for the 
year 1958. Operating expe)ses 
are being kept in hand and, w iile 
interest charges have increased, 
gross income has risen commen- 
surately. The annual dividend is 
$1.00 per share. 

The company is one of the i wo 
largest in its field, sharing the 
spotlight with Household. Benefi- 
cial has the largest branch organ- 
ization, with 1100 offices in the 
United States, Alaska, Hawaii 
and Canada. 

Its average loan in 1957 was 
$422, as compared with only 
$395 and $401 respectively for 
Household and Seaboard Fi- 
nance. Moreover, Beneficial’: 
charge-offs for losses are low. 


Seaboard Finance Co. 


Seaboard Finance is the third 
largest small loan company in the 
country, doing almost 70% of it: 
business in personal loans, the 
other 30% in more cyclical sales 
contracts. 

In the 9 months ending June 
30th, the company’s volume o! 
loans was up over 15% and, de 
spite increased interest costs ané 
expenses, earnings increased t 
$1.12 per share from $1.04 3 
year previous. The annual di- 
vidend is $1.00 per share. 

The common stock has lever 
age, with about 20% of its re 
sources represented by capita 
and surplus funds, compared t 
about 30% each for Householi 
and Beneficial. END 
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grade to good rails on which pre- 
viously questioned dividends have 
been made adequately secure by 
present improvement in earnings 
and on which yields are still high. 
We lean to selected high-yield 
rails for speculative buying on the 
reasoning that their reaction risk 
should be below average, and that 
long-term potentials are at least 
about average. Here are some, 
with dividends and approximate 
current yields: Chesapeake & 
Ohio $4 and 6.3% ; Great North- 
ern $3 and 6.7%; Louisville & 
Nashville $5 and 6.8% ; and Nick- 
el Plate $2 and 6.7%. In basic 
quality, Chesapeake & Ohio is the 
best of them. 


Nowhere 


Coca-Cola is a good-name stock 
without basis for going anywhere 
in particular. Compared with 
earlier years, sales growth has 
slowed markedly, Due to higher 
costs without adequate offset in 
selling prices, margins have nar- 
rowed in the postwar period. Peak 
earnings were $8.76 a share as 
far back as 1949, compared with 
$7.07 last year. A slight gain is 
possible this year. Dividends are 
$5 — $4 regular and $1 extra. 
The stock’s “old high” was 200 in 
1946. It is now at 113 in a 1957- 
1958 range of 12014-95, yielding 
a little over 4.4%. What can one 
say for it? There are other sound 
income stocks which yield more; 
and some which yield at least as 
much, with better potentials for 
appreciation. 


Minneapolis-Honeywell 


This is a good company and a 
overvalued stock. Net rose 166% 
to $3.40 a share in 9 years through 
1956, dipping to $3.07 in 1957. It 
may be around $3.10 for 1958. 
The stock is at 95 in a 1957-1958 
range of 131-73!%. It is selling 
around 31 times 1958 earnings, 28 
times peak 1956 earnings, and 
yields about 1.8% on a $1.75 divi- 
dend. Allowing for future growth 
at half the 1948-1956 rate—which 
seems reasonable for a maturing 
company—profit would be in the 
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vicinity of $4.50 a share by 1968. 
On that distant and unsure basis, 
the price-earnings ratio is around 
21, Opinion: the stock is overval- 
ued, but is the kind of stock that 
fund managers will keep over- 
valued. 


Pickup 


There is sales betterment in 
electronics-television, etc., and in 
home appliances. In the former, 
Sylvania Electric Products is well 
situated. Its 1958 net may be off 
around 15% from 1957’s $3.48 a 
share, but a good 1959 rebound 
seems likely. The stock offers bet- 
ter-than-average possibilities at 
44, yielding 4.5% on a $2 divi- 
dend. In home appliances, we 
have heretofore recommended 
Whirlpool, at a lower level, for 
speculation. Now at 25, it is not 
cheap on present depressed earn- 
ings, and yields only 4% on a 
thinly-covered $1 dividend. But 
the recovery possibilities for the 
company and the stock are sub- 
stantial. The issue’s upside poten- 
tial appears to exceed near-term 
or medium-term reaction risk. 

END 
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is today in control of the 
workers in all key industries in 
this country and, except in states 
with right-to-work laws, no man 
can secure a job without their 
permission, and without paying 
dues as tribute. The workers have 
lost their freedom already. 

What next is simple to predict 
for unions. Gangster leadership 
has built up a super government, 
with wealth reaching tremendous 
proportions which they use to fur- 
ther their interests politically. Al- 
though the greatest monopoly in 
the country today, the unions re- 
main completely unchallenged, 
and with every succeeding step 
endanger our free enterprise sys- 
tem. In a short run they can des- 
troy our “workers’ paradise” — 
and put us on the crooked road 
to absolute dictatorship. 


Only 7¢ an hour 
Their interest in the worker 


per se is mainly in his dues and 
control of the welfare funds. This 








THE MAGAZINE OF WALL STREE 








was clearly evidenced in the re. 
cent settlement with the automo. 
bile industry, where out of the 
30c package the worker received 
a pittance of 7c an hour before 
taxes, with what is left to be 
quickly absorbed by higher costs 
for depreciated quality of every. 
thing they buy—while the union 
leaders get control and influence 
on the balance of 23c an hour! 

Thus, it is clear that if we 
want to avoid a declime to Rus. 
sian standards we can no longer 
shrug off these victories by union 
leaders. They have reached a dap- 
ger point. They have deve! oped 
a new route toward takiny us 
over—fer destroying our ‘ree. 
doms and leading us into a ‘abor 
dictatorship which will cause a 
breakdown of the system tha’ has 
spread wealth to the masses in 
our country, and has made the 
standard of living in the U) ited 
State the envy of the world. END 





Book Review 





Common Stocks and 
Uncommon Profits 


By PHILIP A. FISHER 


“This is an unorthodox approach t 
the problems of investing money for 
maximum profits,” as Jeremy C. Jenk: 
points out in the Foreword. “It does 
not repeat the time-honored invest ment 
precepts and it does flatly contradict 4 
lot of the ‘shibboleths’ of the invest 
ment business. It is a challenging book 
and is going to provoke a spirited de 
bate among the experts of the securit) 
analysis profession. To the man wh 
knows a little about investments it } 
going to prove an eye-opener as | 
what can be done with even moderat: 
capital by intelligently investing © 
common stocks.” 

Speaking from more than twenty: 
five years’ successful investment expe 
rience, the author tells in detail wha 
to do and what not to do for maximu 
investment profit. His ten “Don’ts”’ for 
investors puncture the popular regari 
for the purely mathematical factor 
so important to some investors, such 4 
ratios, percentages, dividend record: 
and diversification. 

This book is full of examples © 
stocks whose performance has prove 
the intelligence of this approach, ani 
its superiority to the elementary “bu 
cheap, sell dear” approach. 

There are no simple short cuts 0 
fered, and no formulas. These pre 
posals demand intelligence and a goo! 
measure of financial courage. But # 
Mr. Jenks observes, “I think he ha 





more nearly thought out the compli 
cated problems of stock investmet! 
than anyone else I know. 
Philip A Fisher has spent near! 
thirty years in the investment ‘ielé 
twenty-five of them as the head ¢ 
Fisher & Company, San Francisco. 


Harper $3.5 
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A Personal Service...For The Investor 
With Securities Worth $70.000 or more 


Tre recession has bottomed out! Glad tid- 
ings of a pick-up in numerous companies is 
being welcomed. Yet, drab news of continuing 
slack — even further earnings decline is still 
appearing elsewhere. 


This is truly a time when every security you 
own will require careful reappraisal. 


You will want to sell or avoid issues that 
have now advanced to prices not justified by 
1958-59 prospects — issues that may be hit by 
the increased wave of 1958 dividend casualties 
— companies losing out in the competitive 
race. 


You will want to buy and hold companies 
financially strong with the managerial ability 
to secure a full share of defense orders, pub- 
lic works contracts, huge consumer spending. 
Their earnings-dividend outlook may also be 
brightened as beneficiaries of amazing new 
scientific achievements and_ technological 
achievements. 


With business and security prices in the 
throes of adjustment to new conditions, you 
have much to gain from Investment Manage- 
ment Service—which has successfully aided 
investers in markets of every type to protect 
and build their capital and income . . . looking 
to future financial independence. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, di- 
versification, enhancement probabilities—to- 
day’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous Revisions: 


Definite counsel is given on each issue in 
your account . . . advising retention of those 
most attractive for income and growth. . . 
preventing sale of those now thoroughly liqui- 
dated and likely to improve. We will point out 
unfavorable or overpriced securities and 


make substitute recommendations in com- 
panies with unusually promising 1958 pros- 
pects and longer term profit potentials. 


Close Continuous Supervision of All Holdings: 


Thereafter—your securities are held under 
the constant observation of a trained, experi- 
enced Account Executive. Working closely 
with the Directing Board, he takes the initia- 
tive in advising you continuously as to the 
position of your holdings. It is never necessary 
for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are given, 
together with counsel as to the prices at which 
to act. Alert counsel by first class mail or air 
mail and by telegraph relieves you of any 
doubt concerning your investments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts and 
original research sometimes offer you aid not 
obtainable elsewhere—to help you to save—to 
make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability under the new tax provisions. 
(Our annual fee is allowed as a deduction 
from your income for Federal Income Tax 
purposes, considerably reducing the net cost 
to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enrollment 
you receive our audit of the progress of your 
account showing just how it has grown in 
value and the amounts of income it has pro- 
duced for you. 








be ull information on Investment Management Service is yours for the asking. Our rates are 
based on the present value of securities and cash to be supervised—so if you will let us know 
the present worth of your account—or send us a list of your holdings for evaluation—we shall 
be glad to quote an exact annual fee ... and to answer any questions as to how our counsel 


can benefit you. 











INVESTMENT MANAGEMENT SERVICE 


A division of THE Macazine oF Watt Street. A background of fifty years of service. 


90 BROAD STREET 


NEW YORK 4, N. Y. 








THE WASH THAT STOPPED THE DRAIN 


More than fifty years ago, U. S. Steel scientists found a way to reclaim the iron particles in low 
grade ores by washing away the useless sandy particles. Thus they obtained a high grade ore 
from a low grade one—which early miners had pushed aside as worthless. In 1910, they built 
their first plant to handle this job of ore beneficiation, because they knew that even vast ore 
deposits like those of the Mesabi Range in Minnesota would soon be drained if only the richest 
ores were scooped out to feed our steel-hungry economy. 


Today, more than 3 of all the iron ore shipped out of Minnesota is beneficiated ore. And 
U. S. Steel's research work on ore beneficiation is still going on to find even better ways to 
utilize and stretch our ore deposits. USS is a registered trademark 


United States Steel 
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